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ABSTRACT 
Outsourcing has become a popular trend in the last two decades and has been 
applied in both non-essential and critical business functions.  It has been viewed as 
a vital source of competitive advantage and is expected to remain an important 
component in future business strategies. 
Over the past few years, the outsourcing of logistics functions in particular has 
shown strong growth.  Thus, an abundance of research on the outsourcing of 
logistics is available.  However, there has been little research on the outsourcing of 
material handling activities as a sub-component of logistics, nor its effect on a 
company’s operational performance. 
The purpose of this treatise is to determine the effects of outsourcing a South African 
automotive company’s material handling activities on its operational performance.  It 
further aims to compare the company’s expected outcomes for outsourcing with 
actual outcomes.  In addition, the factors which contributed positively and negatively 
to the operation of the outsourced material handling activities at the company, are 
established.  The automotive company in this study is situated in Port Elizabeth, but 
due to confidentiality reasons the name of the company is not mentioned in the 
study. 
The study consists of a literature review on the background of outsourcing, 
outsourcing theories, outsourcing trends, important outsourcing considerations and 
gaps in outsourcing research. Primary data, collected through the use of a 
questionnaire to determine the effects outsourcing has on the company’s operational 
performance, is collected, reported and analysed in the study.  The performance 
criteria used to determine these effects are: cost; delivery speed and reliability; 
flexibility; quality; the outsourcing relationship and the management of the 
outsourcing relationship. The study results reveal that the operational performance of 
the company remained the same after outsourcing. 
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CHAPTER ONE 
INTRODUCTION AND BACKGROUND TO THE STUDY 
1.1 INTRODUCTION 
This chapter provides a background to the study and topics such as the problem 
statement, the conceptual framework and the research objectives of the study are 
addressed. The hypotheses, research design and methodology of the study, as well 
as the requirements for ethics clearance are explained and an outline of the study in 
terms of the chapter divisions is provided.  These topics are discussed in sections 
1.3 to 1.9. 
1.2 BACKGROUND TO THE STUDY 
Outsourcing is defined as the reallocation of business activities from within an 
organisation, to an external source of supply (Hätönen and Eriksson, 2009).  It is a 
means of increasing a company’s competitive advantage (Espino-Rodríguez and 
Rodríguez-Díaz, 2008) and has thus become a business trend of increased 
importance (Jiang, Frazier and Prater, 2006; Kroes and Ghosh, 2010). 
In the early years of outsourcing, companies chose to outsource non-core activities 
as a means of reducing operational costs (Agndal and Nordin, 2009; Hätönen and 
Eriksson, 2009).  Presently, outsourcing is also used for core activities, in which 
companies require expert competencies, skills and knowledge to add value to their 
business processes and activities (Kavcic and Tavcar, 2008; Hätönen and Eriksson, 
2009).  The purpose of this study is to determine the effect outsourcing has on one 
of these activities in a Port Elizabeth based automotive company. 
The activity which was studied was the material handling (MH) functions of an 
automotive company.  The study aimed to determine the effects of outsourcing on an 
automotive company’s material handling operations compared to the expected 
outcomes of outsourcing. The expected outcomes are based on the management 
team’s reasons for outsourcing. 
There has been little research on the outsourcing of material handling activities 
(Klingenberg and Boksma, 2010) or the comparison of perceived results versus 
actual results after implementation. Investigating the before and after effects of 
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outsourcing, will assist management in their decisions for or against the outsourcing 
of material handling activities. A lack of research in this area could lead to 
unsuccessful implementation of outsourcing, possibly resulting in costly efforts to 
reverse the decision.  As stated by Kumar and Arbi (2008, p.78) “outsourcing is not 
one of those activities that a company can put to stop just like that”. 
The study investigated the effects of outsourcing an automotive company’s material 
handling activities on its operational performance. The study compared the 
management team’s expected outcomes, to the actual outcomes after 
implementation.  The implementation of the company’s outsourcing activity was 
investigated against the MH outsourcing framework found in the study of 
Klingenberg and Boksma (2010), as well as the factors that contributed positively 
and negatively to the operation of the outsourced material handling functions. 
1.3 PROBLEM STATEMENT 
The benefits of outsourcing have been researched and there is evidence of 
economic and competitive benefits in the implementation of outsourcing activities 
(Usher, 2003; Kroes and Ghosh, 2010; Yan, Wacker and Sheu, 2012).  Many 
companies however, have had mixed results in outsourcing performance (McIvor, 
Humphreys, McKittrick and Wall, 2009).  Outsourcing performance is based on a 
combination of factors, such as the management of the outsourcing process, the 
assessment of activities to be outsourced and the relationship between the company 
and the service provider (Hätönen and Eriksson, 2009). 
Much research has been conducted on the outsourcing of logistics in general, but 
little research exists on the outsourcing of material handling in an automotive 
company (Klingenberg and Boksma, 2010).  The study therefore explored the effects 
of outsourcing an automotive company’s material handling activities on its 
operational performance. The study compared the perceived outcomes, based on 
management’s reasons for outsourcing, against the actual outcomes after 
implementation, as well as the factors that contributed positively and negatively to 
the operation of outsourced MH activities. 
The research gained from the current study can be applied by management teams 
before deciding to outsource, or during their planning and implementation strategy 
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sessions after deciding to outsource.  In an interview conducted by Hätönen and 
Eriksson (2009) with the managers of companies, the most important concern from 
management were the determinants of outsourcing success - the reasons some 
companies succeeded and others failed in their outsourcing endeavours.  This study 
can bring awareness to management teams about the realities of outsourcing an 
automotive company’s MH activities and thus reduce the risks of outsourcing failures 
and minimise outsourcing problems. 
The study can benefit management teams by pre-empting factors that contribute 
negatively to the operation of outsourced MH activities, thereby minimising surprise 
outcomes. Companies face the risk of poor outsourcing implementation of MH 
activities if information from the study is not available. This includes not discovering 
positive contributors in the operation of outsourced MH activities, which are 
beneficial to management. Poor implementation of outsourcing can lead to a 
reduction in efficiency and increases in cost, contradictory to the reasons for 
introducing outsourcing. 
1.4 CONCEPTUAL FRAMEWORK 
Although not much research has been conducted on the outsourcing of material 
handling activities in particular, Klingenberg and Boksma (2010) developed a 
conceptual framework which provides a model that structures various options for 
outsourcing to assist management in the decision to outsource MH activities.  Six 
different options were developed for implementing the outsourcing of MH activities, 
when the framework was tested using case studies at the Scania Production Zwolle 
(SPZ) Plant in The Netherlands.   
Although Klingenberg and Boksma (2010) found that each option resulted in 
differences in the company’s operational performance, the effects of outsourcing on 
the company’s operational performance does require further investigation (Hätönen 
and Eriksson, 2009).  This study therefore aimed to address the gap in current 
literature, using a case study approach. The outsourcing of material handling 
functions at a South African automotive company was evaluated to determine the 
effects of outsourcing on the company’s operational performance.  The performance 
criteria stated by Stock, Greis and Kasarda (2000 cited in Klingenberg and Boksma, 
2010), was used to assess the company’s operational performance.  These are: 
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cost; delivery speed and reliability; flexibility and quality. Enablers to these four 
criteria were also used to assess the company’s operational performance.  These 
are the outsourcing relationship and the management of the outsourcing relationship. 
The conceptual framework of the study consisted of a dependent variable: 
operational performance and independent variables which are made up of the 
aforementioned performance criteria: cost; delivery speed and reliability; flexibility 
and quality; the outsourcing relationship and the management of the outsourcing 
relationship.  The conceptual framework and each of the variables will be discussed 
in further detail in chapter two, section 2.8. 
1.5 RESEARCH OBJECTIVES 
Based on the problem statement, the study aimed to satisfy the following primary 
and secondary objectives. 
1.5.1 Primary research objective 
The primary research objective was to investigate the effects of outsourcing a South 
African automotive company’s material handling activities on its operational 
performance, using the independent variables of: cost; delivery speed and reliability; 
flexibility; quality; the outsourcing relationship and the management of the 
outsourcing relationship.  
1.5.2 Secondary research objectives 
The following served as secondary research objectives for the study: 
I. To compare the expected outcomes of outsourcing with the actual outcomes 
after implementation, in order to determine the reasons for differences in the 
results. 
II. To determine the factors which contribute both positively and negatively to the 
operation of an outsourced material handling function at a South African 
automotive company. 
1.5.3 Research design objectives 
To achieve the aforementioned research objectives, the following research design 
objectives were pursued. 
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I. To conduct a secondary literature review on the following: 
a. An outsourcing background. 
b. Outsourcing theories. 
c. Outsourcing trends. 
d. Important outsourcing considerations. 
e. Gaps in outsourcing research. 
II. To develop a conceptual framework and hypotheses for the study. 
III. To develop measuring instruments/statements. 
IV. To select an appropriate research methodology and research methods for the 
study. 
V. To develop a research instrument and draw a sample. 
VI. To collect and analyse primary data. 
VII. To provide conclusions and recommendations based on the findings. 
1.6 HYPOTHESES  
In order to resolve the aforementioned primary and secondary research objectives, 
the following null hypotheses were formulated. 
H01 There has been no improvement in the company’s operational performance in 
 terms of cost. 
H02 There has been no improvement in the company’s operational performance in 
 terms of delivery speed and reliability. 
H03 There has been no improvement in the company’s operational performance in 
 terms of flexibility. 
H04 There has been no improvement in the company’s operational performance in 
 terms of quality. 
H05 The outsourcing relationship has not resulted in an improvement in the 
 company’s operational performance. 
H06 The management of the outsourcing relationship has not resulted in an 
 improvement in the  company’s operational performance. 
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1.7 RESEARCH DESIGN AND METHODOLOGY 
In this section, the following topics will be discussed: research design, research 
methodology, research methods, data collection and data analysis.  Each of these 
will be described briefly, with further details provided in chapter three. 
1.7.1 Research design 
Research design entails developing a plan for collecting, calculating and examining 
data based on the research question (Cooper and Schindler, 2011).  It provides a 
guide for establishing the type and sources of information required and therefore 
dictates the research methodology to be adopted in the study (Cooper and 
Schindler, 2011).  
1.7.2 Research methodology 
There are two main paradigms or methodologies for research, namely a positivist 
research methodology and an interpretivist research methodology (Collis and 
Hussey, 2009).  The positivist research methodology focuses on theories to explain 
or predict social phenomena (Collis and Hussey, 2009).  It is based on the belief that 
a cause or causes may result in certain effects or outcomes.  These causes are then 
tested and examined (Creswell, 2003), with “positive information” collected to be 
numerically measured (Collis and Hussey, 2009). 
Interpretivism focuses on interpreting and understanding social phenomena (Collis 
and Hussey, 2009) and implements methods that aim to describe, translate and 
understand the occurrence of social phenomena (Collis and Hussey, 2009).  The 
purpose of interpretivist research is to rely on the views, experiences and opinions of 
the study’s participants (Creswell, 2003). 
The quantitative mixed method research paradigm was adopted in this study. The 
study focused mainly on a quantitative research approach, while including additional 
qualitative data and methods. The collection and analyses of quantitative data 
required for positivist research methodologies, as well as that of qualitative data 
required for interpretivist research methodologies (Collis and Hussey, 2009), were 
undertaken, in order to implement the quantitative mixed method. The selected 
7 
 
research methodology for the current study will be discussed in further detail in 
chapter three, section 3.3.3. 
1.7.3 Research methods 
The research methodology chosen for the study determined the particular research 
methods employed.  There are a number of research methods that can be used to 
collect data for positivist and interpretivist research.  Details of these methods are 
provided in chapter three, section 3.4.  Based on the quantitative mixed method 
selected for this study, the research method chosen for this study was a 
questionnaire.  The questionnaire was used to obtain both quantitative data for the 
positivist portion of the study and qualitative data for the interpretivist portion of the 
study, through the use of corresponding closed-ended and open-ended questions. 
Some of the advantages in using the questionnaire as a research method are: 
respondent anonymity, easy administration, it is economical and fast delivery can 
occur. Disadvantages include a low response rate and follow-up procedures required 
for non-responses. 
1.7.4 Data collection 
In gathering data, researchers are able to collect data from primary, secondary or 
both types of sources (Sekaran and Bougie, 2010).  Secondary data consists of 
information collected from existing sources (Sekaran and Bougie, 2010) such as 
data bases, publications and internal records (Collis and Hussey, 2009).  In this 
study, secondary data was collected from books, journals, newspaper articles, 
periodicals and publications available on both the internet and the Nelson Mandela 
Metropolitan University (NMMU) online data bases. 
Primary data consists of information collected first-hand by the researcher, 
specifically for the study being conducted (Sekaran and Bougie, 2010) and can be 
generated from experiments, questionnaires, interviews or focus groups conducted 
by the researcher (Collis and Hussey, 2009).  In this study, questionnaires were 
used to collect primary data.  To facilitate the collection of primary data, the 
population, sample frame and sample for the study needed to be defined.  These 
concepts will be defined in chapter three, section 3.5.2. 
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The population in the current study consisted of all supply chain employees in a 
South African automotive company (based in the Eastern Cape), which would be in 
contact or work closely with the third party logistics service provider.  The sampling 
design selected for this study was the non-probability sampling design, specifically, 
the purposive sampling method of judgment sampling.  The names of the supply 
chain employees were provided to the researcher from the company, thereby 
providing the sample frame.  The number of supply chain employees who made up 
the sample equated to 60.  Once the sample and sampling technique (design) was 
selected, a research instrument was developed to facilitate the collection of the 
primary data. 
1.7.5 Data analysis 
Following the collection of primary data, appropriate methods were used for the 
analysis of the data.  These methods included descriptive and inferential statistics, 
as well as content analysis for the open-ended questions. 
1.8 ETHICS CLEARANCE 
A completed ethics clearance form (Form E) was provided to the NMMU Business 
School for the study.  No vulnerable participants were required for the study and 
hence full ethics clearance was not necessary. 
1.9 OUTLINE OF THE STUDY 
The following section provides an outline of the chapters in the study. 
 Chapter One: Introduction and background to the study. 
This chapter provides the background of the study, the problem statement, 
conceptual framework and research objectives of the study, as well as the 
hypotheses, research design and methodology of the study and an outline of 
the chapter headings for the research treatise. 
 Chapter Two: Literature review. 
This chapter provides a literature review on the background of outsourcing, 
outsourcing theories, outsourcing trends, important outsourcing 
considerations and gaps in outsourcing research.  It also details the purpose 
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of the study, conceptual framework, research objectives, hypotheses and 
measuring instruments for the study. 
 Chapter Three: Research design and methodology.  
This chapter provides the research design and methodology of the study.  
This includes the research design, research methodology and research 
methods for the study, as well as the data collection and data analysis of the 
study. 
 Chapter Four: Empirical findings. 
This chapter provides an overview of the sample and the empirical findings 
from the questionnaire responses.  In addition it provides results of the tested 
hypotheses and the responses to the open-ended (qualitative) questions. 
 Chapter Five: Findings, conclusion and recommendations. 
This chapter consists of a summary of the research, as well as relevant 
conclusion and recommendations based on the research and findings. 
1.10 SUMMARY 
In this chapter, the researcher revealed a lack of research on the outsourcing of 
material handling activities in particular.  Although there is abundant research on the 
outsourcing of logistics in general, there is a need for research on the outsourcing of 
material handling in an automotive company.  A literature review was conducted on 
the research theory relevant to the primary and secondary research objectives of the 
study and the findings are presented in chapter two. 
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CHAPTER TWO  
LITERATURE REVIEW 
2.1 INTRODUCTION 
In this chapter, a literature review is provided on the background of outsourcing, 
outsourcing theories, outsourcing trends, important outsourcing considerations and 
gaps in outsourcing research.  The purpose of the study, a conceptual framework, 
research objectives, the hypotheses as well as the measuring instruments for the 
study have been addressed. 
2.2 AN OUTSOURCING BACKGROUND 
Outsourcing can be defined as the purchasing of goods and services from an 
external supplier, where this function was previously undertaken internally (Agndal 
and Nordin, 2009).  It can also be defined as the use of external resources to carry 
out activities and perform functions which were previously carried out within the 
company, while simultaneously assuming responsibility for the management, 
development and continuous improvement of the outsourced functions (Hätönen and 
Eriksson, 2009). 
Outsourcing has become a prevalent trend in the last two decades and has 
expanded from its initial application of non-essential business functions, to a solution 
for more critical business functions (Kavcic and Tavcar, 2008; Espino-Rodríguez and 
Rodríguez-Díaz, 2008). It has developed into a vital source of competitive 
advantage, with the anticipation of remaining a significant constituent in future 
business strategies for years to come (Broedner, Kinkel and Lay, 2009; Kroes and 
Ghosh, 2010; Yang, Wacker and Sheu, 2012). 
Global third party logistics (3PL) has grown by 9.9 percent from $616.1 billion in 
2011 to $676.9 billion in 2012.  Although its growth from 2010 to 2011 was slightly 
higher at 13.7 percent, the outsourcing of logistics functions continues to show 
strong growth, as can be seen from the statistics collected.  Seventy-two percent of 
companies have declared an increase in their use of outsourcing, while 78 percent of 
3PLs confirmed that their customers show a similar trend in increasing their 
outsourcing (Trunick, 2014).   
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A further definition of outsourcing, is the use of external experts to perform and 
control functions and services that are not seen as core competencies of the 
company, thereby resulting in the outsourcing of these activities to specialists (Irina, 
Liviu and Ioana, 2012).  This allows companies, such as vehicle assembly plants for 
example, to pay closer attention to and focus on their core purpose and competence; 
the assembly of vehicles (Ward, 2014).   
Core competence can be defined as “the strategies that make up those activities that 
the firm executes better than its competitors” (Espino-Rodríguez and Rodríguez-
Díaz, 2008, p.330), as well as “a deep proficiency that enables a company to deliver 
unique value to customers” (Rigby, 2013, p.24).  Although the concept of outsourcing 
activities that are not a part of a company’s core competence is compelling to some, 
it is not convincing to all and has both pros and cons (Ward, 2014).  These will be 
discussed further in the chapter. 
It has been noted that companies tend to overestimate the benefits associated with 
outsourcing, as well as underestimate the disadvantages and costs coupled with it 
(Dekkers, 2011).  Past literature on outsourcing has expanded over several decades, 
with the eternal question of whether in-sourcing or outsourcing is more fitting in a 
situation (Kavcic and Tavcar, 2008). Although there are advantages and 
disadvantages to both, companies continue to use outsourcing as a logistics 
solution. 
The main concern with outsourcing seems to stem from the ownership of the 
outsourced activities.  Effective outsourcing requires the transfer of ownership of 
these activities to the 3PL provider.  However, the degree of transferred ownership 
differs from company to company and has thus influenced researchers’ continued 
refinement and expansion of the outsourcing concept (Hätönen and Eriksson, 2009). 
2.3 OUTSOURCING THEORIES 
Klingenberg and Boksma (2010) state there are generally three approaches used in 
making outsourcing decisions. These are Transaction Cost Economics Theory, 
Resource Based Theory and Network Theory. The above mentioned theories are 
described in further detail in the subsequent sections. 
 
12 
 
2.3.1 Transaction Cost Economics  
Transaction Cost Economics (TCE) is often used to establish whether activities and 
functions should be performed internally or externally through a service provider 
(Yang, Wacker and Sheu, 2012).  This theory maintains that activities and functions 
should be performed where the total cost of production and transaction costs are at a 
minimum (Klingenberg and Boksma, 2010).  Transaction costs are characterised by 
the physical and human resource costs sustained in the exchange of goods and 
services between parties (Klingenberg and Boksma, 2010).   
Kavcic and Tavcar (2008) state that purchasing or performing activities using an 
external source (outsourcing), is used for low transactional costs, while keeping 
certain functions in-house (in source) occurs where there are high transaction cost 
conditions. 
Transaction Cost Economics has been used in previous supply chain studies to 
determine the benefits and reasons for outsourcing (Yang, Wacker and Sheu, 2012).  
Hätönen and Eriksson (2009) declare that although Transaction Cost Economics 
Theory may be the primary reasoning behind outsourcing, it does not sufficiently 
explain the evolution of outsourcing. Other theories, such as the Resource Based 
Theory and Network Theory have therefore been developed to determine alternative 
motives for outsourcing decisions. 
2.3.2 Resource Based Theory  
The second approach to outsourcing is Resource Based Theory (RBT) (Kavcic and 
Tavcar, 2008).  This theory portrays a company as a set of resources.  Resources 
are defined as the tangible and intangible assets of a company.  Based on the 
theory, a company should secure adequate resources to be sustainable and improve 
its operational performance (Klingenberg and Boksma, 2010).  The resource based 
approach proposes that a company should devote itself to and invest in the activities 
and functions that make up its core competencies and outsource everything that 
does not (Espino-Rodríguez and Rodríguez-Díaz, 2008). 
By outsourcing non-core activities, companies are able to allocate scarce and 
valuable resources more effectively to areas where they are needed, such as the 
areas that form part of a company’s core competencies.  The company’s core 
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competencies relate to the skills, knowledge and technologies that differentiate it 
from competitors in order to be competitive (Kavcic and Tavcar, 2008).  A company’s 
competitive advantage therefore stems from its assets, innovations and resources 
that are unique and difficult to replicate (Klingenberg and Boksma, 2010). The 
Resource Based Theory promotes the concept of a company comprising of 
numerous core competencies, skills or capabilities which assist in the achievement 
of its purpose (Klingenberg and Boksma, 2010). 
Outsourcing is not only an approach to reduce costs, but also a method to obtain 
expert resources, knowledge and competencies from external service providers.  It 
can be seen as a resource-seeking strategy which forms part of the Resource Based 
Theory (Hätönen and Eriksson, 2009). Dabhilkar and Bengtsson (2008, p.218) state 
that “being more capable is a reason for keeping the activity in-house, while being 
less capable than a supplier is a reason for outsourcing it”. The resource based view 
has become increasingly popular as a theory for outsourcing as it is considered a 
more current theory than Transaction Cost Economics (Dekkers, 2011). 
2.3.3 Network Theory  
The Network Theory (NT) places emphasis on the development of external 
relationships (with the outsourced service provider), organisational structures and 
alliances necessary to support the integration of the company within the entire 
outsourcing network.  Outsourcing should result in benefits for the entire network, 
including the company and external sources (Klingenberg and Boksma, 2010) 
2.3.4 Core Competencies Theory  
Dekkers (2011) notes another theory, the theory of Core Competencies.  This theory 
centres on strategic decision making.  By concentrating on core competencies and 
outsourcing, a question arises regarding specific areas in a company that should be 
focused on in order to attain optimal performance.  Dekkers (2011) states that the 
aforementioned competencies are difficult to define thereby resulting in the 
outsourcing decision based primarily on costs. Once companies successfully link 
core competencies to essential operational performance criteria, a strategy for 
manufacturing can be established to propose guidelines for decision making on the 
attainment of resources and the management of competencies (Dekkers, 2011). 
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2.4 OUTSOURCING TRENDS 
Outsourcing is a common trend in many industries which differ in the outsourcing 
strategies they deploy (Wee, Peng and Wee, 2010).  The functions that have 
previously been chosen for outsourcing and the reason behind these decisions will 
be discussed in the following sections. 
2.4.1 What has been outsourced in the past? 
Apart from the question of why outsourcing should take place, researchers have 
been concerned with the question of what should be outsourced.  During the early 
periods of outsourcing, the trend was to outsource non-core business processes and 
functions in order to reduce operational costs (Hätönen and Eriksson, 2009). Since 
then, more recent literature has explored the possibility of outsourcing activities that 
form part of a company’s core competencies (Espino-Rodríguez and Rodríguez-
Díaz, 2008). 
Hätönen and Eriksson (2009) affirm gaps in the research regarding what to 
outsource, as the literature provides little direction concerning how close to a 
company’s core competence outsourcing can go. Hätönen and Eriksson (2009) have 
identified the questions of what to outsource and the extent to which functions may 
be outsourced as topics requiring further research, particularly within strategic 
management research. 
Examples of outsourcing are the manufacturing of components, information 
technology services, accounting functions such as tax compliance, training, 
administration, customer service, transportation, payroll and other human resource 
tasks (Crisan, Butilca, Salanta and Ilies, 2011).  Andel (2013) states that 
transactional, operational and repetitive activities are typical outsourced functions. A 
variety of industries use outsourcing, such as automotive manufacturers, aerospace, 
telecommunications, computers and software, pharmaceuticals and healthcare, 
chemicals, financial services and energy systems (Hätönen and Eriksson, 2009). 
In this study, focus will be placed on the outsourcing of logistics functions and 
activities, specifically material handling activities, as a number of researchers have 
conducted studies on the outsourcing of logistics, with less attention paid to the 
outsourcing of material handling activities (Klingenberg and Boksma, 2010). 
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In 2009, Armstrong and Associates stipulated that 77% of United States (US) 
Fortune 500 companies used third party logistics service providers (Gorman, 2009), 
while approximately 85% of organisations in the Asia Pacific region have outsourced 
a portion of their logistics functions (O’Byrne, 2012a). O’Byrne (2012a) reveals the 
following activities as commonly outsourced logistics functions: 
 Transport (domestic and international); 
 Warehousing; 
 Consolidation of shipments; 
 Customs clearance and brokerage; 
 Reverse logistics; 
 Cross-docking; 
 Labelling and packaging of products; 
 Transport management; 
 Supply chain consultancy; 
 Audits and payments of freight invoices; 
 Customer service; 
 Order entry and processing; 
 Lead logistics provider or fourth party logistics (4PL) services; 
 Fleet management. 
Over the years, the two logistics functions that have been most frequently 
outsourced, are transportation and warehousing (Meixell and Kenyon, 2010).  This is 
verified through studies conducted by  Crisan, Butilca, Salanta and Ilies (2011), as 
well as in the 2013 Third Party Logistics Study (Andel, 2013) and in the 2014 Third 
Party Logistics Study (Trunick, 2014). Klingenberg and Boksma (2010) include 
warehousing, repacking, order picking and kitting, sequencing and buffering as part 
of their definition of material handling activities which form part of this study. 
2.4.2 Reasons for outsourcing 
There are a number of reasons why companies choose to outsource some of their 
activities, rather than keeping these functions in-house.  These will be discussed in 
further detail in the sub-sections to follow. It is important to note that the reasons for 
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outsourcing should make sense for the company, in order to maximise on the 
benefits of outsourcing (O’Byrne, 2012a). 
a) Competitive advantage 
In order to stay competitive, companies are required to satisfy their customers by 
improving flexibility, delivery and service speed, as well as capabilities.  By 
redesigning and adjusting certain processes and applying appropriate outsourcing 
strategies, a company is able to satisfy their customers’ needs and remain 
competitive (Wee, Peng and Wee, 2010). 
The outsourcing of logistics functions is considered to be an excellent means of 
attaining competitive edge. However, to gain from the benefits of logistics 
outsourcing, it should be treated as a source of competitive advantage by the 
management team (Irina, Liviu and Ioana, 2012). 
b) Maximising production capacity 
The use of third party logistics service providers for in-house services, allows 
manufacturers to maximise on their plant’s production capacity. Outsourcing logistics 
functions such as preparation activities and inventory storage, free up space within 
the plant for other uses, such as adding more capacity for production (Ward, 2014). 
c) Outsourcing non-core functions 
Activities and functions that do not form part of a company’s core competence are 
often considered for outsourcing (Wiehahn, 2000).  Some companies acknowledge 
that their logistics activities are not a core function of their manufacturing process 
and should be carried out more professionally using a service provider which has 
expert knowledge and experience of the functions (O’Byrne, 2012a). 
Logistics is rarely seen as a core competency, with many companies lacking the 
resources, skills and expertise required to manage the intricacies of logistics and 
warehousing (Civichino, 2013).  Increases in both global competition and customer 
expectations have resulted in more companies outsourcing their logistics functions to 
focus on their core competencies and functions (Lai, Tian and Huo, 2012). By 
focusing on its core competencies, a company may be able to: gain flexibility through 
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reorganisation, expedite projects, improve their time to market and obtain access to 
a flexible workforce (Hätönen and Eriksson, 2009). 
d) Reducing costs 
Agndal and Nordin (2009, p.318) states that “the motive for outsourcing primarily 
tends to be an economic one” and that companies choose outsourcing as a means 
of cost saving.  Cost savings include the reduction of operational costs, managing 
and controlling costs and discharging resources to be used in more essential and 
profitable areas (Hätönen and Eriksson, 2009). 
The theory of Transaction Cost Economics has been discussed earlier in the chapter 
and is one of the main reasons for outsourcing.  The theory states that activities 
should be performed where the total cost of executing those activities is at its lowest 
(Klingenberg and Boksma, 2010). Companies therefore outsource certain activities 
and processes, with the expectation of improving their performance in terms of cost, 
quality and delivery (Meixell and Kenyon, 2010). O’Byrne (2012a) lists the following 
as further cost-related reasons for outsourcing logistics: 
 To potentially reduce logistics costs (although the outcome of this expectation 
is often not met); 
 To improve capacity flexibility and variable cost flexibility, due to fluctuating 
customer demand; 
 To relocate logistics assets off the balance sheet and thereby avail capital. 
e) Gaining access to resources 
Although the biggest reason for outsourcing is to attain cost efficiency, it is no longer 
the main motivation for outsourcing.  Companies have begun to search for external 
skills, competencies and knowledge to add value to their complex and vital 
organisational processes (Hätönen and Eriksson, 2009). Through outsourcing, 
companies are therefore able to:  
 Gain access to resources that are unavailable/unattainable within their 
company; 
 Gain access to highly skilled labour; 
 Improve service quality and attain readily available innovations; 
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 Compensate for a lack of in-house expertise/skills/knowledge  
(Hätönen and Eriksson, 2009). 
Companies are able to use outsourcing to release resources within the company in 
order to focus on newer and more critical processes, functions and opportunities 
(Kavcic and Tavcar, 2008). 
2.4.3 The benefits of outsourcing 
Companies choose to outsource certain activities and functions, based on an 
expectation of achieving the benefits associated with the aforementioned reasons for 
outsourcing. Yang, Wacker and Sheu (2012) state that the benefits of outsourcing 
are due to the enhanced utilisation of the company’s resources, thereby leading it to 
improved competitiveness performance. 
Dekkers (2011) has found that many researchers have assertively connected 
outsourcing to the performance of manufacturing.  In support of this, Görzig and 
Stephen (2002 cited in Dekkers, 2011), as well as Görg and Hanley (2004 cited in 
Dekkers, 2011) positively relate outsourcing to profitability. 
In terms of logistics outsourcing, customers consider reduction of costs to be the 
main benefit of outsourcing.  This is because logistics costs generally constitute 29% 
of a product’s total cost (Irina, Liviu and Ioana, 2012). According to Irina, Liviu and 
Ioana (2012) companies which implement logistics outsourcing are also seeking the 
following benefits: 
 Risk sharing; 
 Increase in the customer service level; 
 Improved focus on the company’s core competencies; 
 Increased competitiveness; 
 Access to new technologies. 
Further benefits of logistics outsourcing include improved service in terms of timely 
deliveries, shorter order cycles, reduced shipment losses and better service 
flexibility, as well as shifting labour union-related issues to the third party logistics 
service provider (Crisan, Butilca, Salanta and Ilies, 2011). A particular benefit of 
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outsourcing material handling activities, is a reduction in the amount of non-value 
added work conducted within the company (Lindén and Josephson, 2013). 
It is important to note that companies often overestimate the outsourcing benefits 
and underestimate the outsourcing risks and costs (Dekkers, 2011).  These risks will 
be discussed in the following section. 
2.4.4 Outsourcing risks 
In prior research studies, Meixell and Kenyon (2010) found that consistent 
improvement in performance was not experienced in the outsourcing of functions 
and activities. According to studies, while numerous plants have experienced 
improved performance, others have had varied results in cost efficiency, productivity 
and profitability.  Other disadvantages also experienced have been a loss of initial / 
prior knowledge of the functions, as well as a loss of innovation due to the 
outsourced activities’ detachment from production, research and development 
initiatives. 
Kavcic and Tavcar (2008) state that outsourcing can result in short term financial 
gains, but simultaneously, the causes of quality issues and difficulties can be 
masked, with the possibility of ruining the success of the company.  These problems 
may emerge at a later time and surpass the initial short term benefits of the 
outsourced functions. Civichino (2013) supports this statement, declaring that prior 
outsourcing practices and experiences resulted in reduction of logistics costs in the 
short term, but had long term ramifications. Civichino (2013, p.19) remarks that “I 
have yet to find a company that claims (and can support the claim) that outsourcing 
logistics saves money”. In addition to this, outsourcing results in loss of capabilities 
at the company.  If any money saved from the outsourcing of these activities is not 
re-invested in the company, then the competencies of the company will depreciate 
(Agndal and Nordin, 2009). 
Irina, Liviu and Ioana (2012) exposed the problems companies encountered during 
the outsourcing of their logistics activities. The biggest problem experienced by the 
respondents was those of hidden costs, which was exposed and encountered only 
once the outsourcing process had begun.  These problems, which pose as risks for 
the outsourcing of logistics functions, are listed below: 
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 Hidden costs; 
 Failure to meet the quality standards; 
 Poor communication between the two parties; 
 Loss of control of the outsourced process; 
 Lack of compatibility between the company and the service provider’s 
strategies; 
 Inadequate competencies at the service provider. 
Further to the aforementioned risks,  Crisan, Butilca, Salanta and Ilies (2011) include 
cultural incompatibility and information confidentiality between the company and the 
service provider as additional outsourcing disadvantages and risks. In addition, due 
to the interdependencies between the company’s various functions, the outsourcing 
of one function may have a negative impact on the company’s abilities to perform 
related functions (Agndal and Nordin, 2009). 
The outsourced service provider also has an effect on the successful execution of 
the outsourced process/functions, with many risks stemming from the service 
provider itself. The risks related to the service provider, will be discussed in further 
detail in subsequent sections. 
a) Outsourcing relationships 
It is vital that companies form good long term relationships with their outsourced 
service providers (Kumar and Arbi, 2008), as problems can arise when the 
expectations of the company do not match the realities or capabilities of the 
outsourced service provider (Andel, 2012). 
b) Opportunism 
Lai, Tian and Huo (2012) define the opportunism of third party logistics service 
providers, as behaviour intended to attain unilateral gain at the expense of logistics 
users (companies). This is done by contravening a contract/agreement, mis-
representing information, withdrawing or avoiding commitments and obligations or 
similar behaviours. This type of behaviour can result in a range of risks, such as 
increased monitoring costs, weakened and deteriorating quality of the outsourced 
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relationship and possible termination of the relationship all together (Lai, Tian and 
Huo, 2012). 
c) Increased control costs 
Companies that outsource logistics activities may also experience an increase in 
costs, due to the additional cost of service provider activity control and the necessity 
for stricter co-ordination, supervision and management between the service provider 
and the company (Crisan, Butilca, Salanta and Ilies, 2011).   
In the past, companies successfully outsourced their logistics functions, even though 
this resulted in handing over control of their investments and decreasing their 
knowledge on the outsourced function (Civichino, 2013). The risk of losing 
knowledge, skills, competencies and abilities to execute certain functions as a result 
of outsourcing, remains a possibility for a company, but may not necessarily pose a 
dilemma if the outsourced activities have little effect on or do not form part of the 
company’s core business processes (Agndal and Nordin, 2009). 
In terms of material handling outsourcing, some manufacturers view the function of 
“line feeding” (material handling activities used to supply parts/components to the 
assembly points), as an essential element of the manufacturing process (Ward, 
2014, p.53). Ford describes certain logistics activities as “production-sensitive 
logistics” that belong to the company’s core competencies (Ward, 2014, p.53). In 
2013, an official at Opel/Vauxhall revealed material handling as a core function for 
an automotive manufacturer’s supply chain, with its function traditionally kept in-
house (although Opel/Vauxhall outsources a part of its material handling activities) 
(Ward, 2014).  
Therefore the loss of control of these material handling functions, as well as the 
other outsourcing risks mentioned previously, may pose a threat since material 
handling is sometimes viewed as a production-sensitive and core function of an 
automotive manufacturer’s supply chain, while at other times it is not. 
2.5 IMPORTANT OUTSOURCING CONSIDERATIONS 
Outsourcing can pose a significant threat to a company’s financial and operational 
continuity if it is adopted at the incorrect time or for the wrong reasons (Civichino, 
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2013). Implementing an outsourcing system involves the expenditure of a company’s 
time and money and is therefore difficult to bring to a halt (Kumar and Arbi, 2008).  A 
company should therefore be conscious of both the benefits and risks of outsourcing 
and take into consideration the following aspects: 
 When to outsource; 
 What to outsource; 
 How to outsource; 
 The outsourced service provider; 
 Managing the outsourcing relationship. 
These aspects will be discussed in further detail in the sections to follow. 
2.5.1 When to outsource 
As mentioned previously, if outsourcing is selected at the incorrect time or for the 
wrong reasons, it can cause considerable danger to a company’s stability, both 
operationally and financially (Civichino, 2013). Before the decision to outsource is 
made, it is vitally important that the company has comprehensively studied and 
analysed the outcomes, benefits and risks that may be encountered due to the 
decision to outsource. Management should focus on the long term consequences of 
outsourcing in conjunction with its short term benefits, especially its effect on the 
efficiency and effectiveness of the company’s activities (Kavcic and Tavcar, 2008). 
Before outsourcing takes place, a company is also required to be organised in terms 
of its internal information flows and operational processes.  A service provider is 
unable to improve a company’s data, if that company’s ERP (enterprise resource 
planning) system, for example, is unable to capture and maintain internal operational 
data (Andel, 2012). 
2.5.2 What to outsource 
The subject of what to outsource has been a primary question in outsourcing 
research in the past and will continue to be a prime focus area for outsourcing 
research in the future (Hätönen and Eriksson, 2009). What to outsource, can be 
extrapolated from the outsourcing theories, as well as the many reasons for 
outsourcing. These are: 
23 
 
 Outsourcing non-core functions – supported by the Resource Based View 
Theory; 
 Transaction Cost Economics Theory; 
 Core Competencies Theory. 
Outsourcing non-core functions (supported by the Resource Based View Theory) for 
example, allows those activities to be run by functional specialists, thereby allowing 
the company to focus on their core areas and competencies (and subsequently 
freeing up needed resources for other core functions). Although this appeals to 
some, others are less convinced (Ward, 2014). Some of the trouble lies in what 
company’s regard as non-core functions.  For example, O’Byrne (2012a) states that 
some companies view logistics as a non-core function when it should be one of their 
core competencies.   
Adrian Schmitz, a spokesperson for Ford in Europe, supports this comment by 
stating that certain in-plant logistics activities have remained a part of the company’s 
functions and “production-sensitive logistics” remains a key competence of the 
company (Ward, 2014, p.53).  An official at Opel/Vauxhall has also declared that its 
material handling activities are usually considered a core function of its supply chain 
and is kept in-house (Ward, 2014).  
The TCE Theory argues that the decision on where activities and functions should 
be performed depends on where the total cost of production and transactions costs 
are at a minimum (Klingenberg and Boksma, 2010).   
The Core Competencies Theory focuses on the strategic decision of which areas in 
a company should be regarded as its focus areas (Dekkers, 2011).  Since these core 
competencies are difficult to define (Dekkers, 2011), the decision of what to 
outsource is usually based on costs (Dekkers, 2011). 
2.5.3 How to outsource 
Researchers such as Greaver (1999); McIvor (2000; 2005); Momme (2002); Momme 
and Hvolby (2002); Franceschini et al. (2003); VanWeele (2005); Zhu et al. (2001) 
cited in Hätönen and Eriksson (2009) have embarked on understanding the 
outsourcing process and have identified four phases present in the process.  These 
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are planning, development, implementation and evaluation (Hätönen and Eriksson, 
2009).  
Many studies have focused on the planning and preparation phase for outsourcing, 
but not on the entire process. Apart from the outsourcing process, the question of 
how to outsource is linked to the relationship between the company and the 
outsourced service provider (Hätönen and Eriksson, 2009).  
In terms of logistics outsourcing, Crisan, Butilca, Salanta and Ilies (2011) make note 
of the seven steps involved when converting to a third party logistics service 
provider.  The steps are listed below. 
1. The preparation of outsourcing by firstly, assessing the current situation and 
secondly, identifying the benefits of implementing a 3PL system; 
2. Selecting a 3PL service provider – identifying  a reliable, suitable and 
competent service provider; 
3. Constructing a contract – defining the relation type that will be formed 
between the two parties, in writing; 
4. Implementation – terminating any other preceding contracts with other 
suppliers of related logistics services; 
5. Once implemented, assessing the performance of the third party logistics 
service provider; 
6. Improvement – developing an improvement plan between the company and 
the 3PL service provider, at which time the relationship will be either re-
negotiated or terminated, based on the contractual deadline; 
7. Conclude the 3PL relationship. 
a) Outsourcing tips 
O’Byrne (2013) provides the following tips for the outsourcing process and service 
provider relationship. 
 It is important to remember that not all business is good business; 
 Identify exactly “what” is being outsourced; 
 Approach only suitable, experienced and capable service providers; 
 Ensure the evaluation of service providers is rigorous and objective; 
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 Ensure that the company’s requirements, match the service provider’s 
capabilities; 
 Clear outsourcing objectives are to be established; 
 Provide detailed data and service requirements to the service provider; 
 The service provider should have a holistic view of the company; 
 The service provider contract should be managed in line with the agreed key 
performance indicators (KPIs); 
 The service provider should raise any data concerns with the 
company/management; 
 Potential issues should be raised early by the service provider, with 
suggested solutions; 
 Undertake joint and careful implementation planning between both the 
company and the service provider. 
b) Effective outsourcing 
As many outsourcing endeavours have lead to failures, it is vitally important that 
managers have a comprehensive understanding of what makes outsourcing 
effective. Matters such as the way in which managers could defend themselves 
against uncertainties and opportunism pertaining to outsourcing, as well as the 
mechanisms required to ensure that both parties work together as intended to 
achieve the outsourcing objective and boost manufacturing competitiveness, should 
be addressed (Yang, Wacker and Sheu, 2012). 
Since the 2008 financial crisis, there has been additional pressure to perfect 
implementation in demanding conditions.  In relation to logistics outsourcing, the 
pressure to perfect material flow continuously increases, as companies strive 
towards 100% capacity utilisation (Ward, 2014). 
c) Outsourcing success factors 
Both formal contractual clauses and relational adaptation are critical in a company’s 
outsourcing success (Yang, Wacker and Sheu, 2012).  Relational adaptation refers 
to the collaboration between the company and the service provider, as well as joint 
problem solving and information sharing between the two parties (Yang, Wacker and 
Sheu, 2012).   
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In order for the outsourcing relationship between the two parties to be successful, 
both the company and the service provider are required to have a shared 
understanding (Kavcic and Tavcar, 2008).  Issues such as misunderstanding the 
company’s objectives, policies and culture, disagreeing on the service provider’s 
objectives and policies or encompassing communication and supervision problems, 
could lead to an inefficient or unsuccessful outsourcing arrangement (Kavcic and 
Tavcar, 2008).   
Although there are many avenues for future outsourcing research, more insight is 
required on the success factors for outsourcing. Thus far, Hätönen and Eriksson 
(2009) have determined that management of the outsourcing relationship and the 
accurate timing of outsourcing decisions play a big part in the success of outsourcing 
undertakings. 
d) Outsourcing performance 
Outsourcing performance as well as the effects of outsourcing on a company’s 
performance require further research and investigation (Hätönen and Eriksson, 
2009).  The lack of research in how outsourcing success should be appraised is a 
primary difficulty in evaluating outsourcing performance (Hätönen and Eriksson, 
2009). As outsourcing performance can be measured against a diverse set of 
criteria, the ones with the most relevance should be determined, including the factors 
to be considered when selecting the performance criteria (Hätönen and Eriksson, 
2009). 
As noted in section 2.5.3 on outsourcing success factors, the proper management of 
the outsourcing process is important in leading a company towards either a 
successful or unsuccessful outsourcing arrangement and outsourcing performance.  
Management of the outsourcing process ranges from evaluating the activities and 
functions to be outsourced, to the continuous management and supervision of the 
outsourcing relationship (Hätönen and Eriksson, 2009).  
2.5.4 The outsourced service provider 
The outsourced service provider plays an important part in the success of the 
outsourcing venture.  In order for supply chain management to be successful, all 
members of the supply chain are required to work as a team, pursuing common 
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objectives that benefit the outsourcing relationship as a whole, rather than the 
individual members (Hofer, Knemeyer and Murphy, 2012). 
Selecting the correct service provider for the outsourced activities and functions is 
critical and should be controlled closely in the beginning of the relationship 
(Wiehahn, 2000), with trust being an essential element and best practice for a 
successful outsourcing relationship/undertaking (Andel, 2012).   
For this study, the focus is on the third party logistics service provider for logistics 
outsourcing. 
a) Choosing a 3PL 
Selecting the right service provider for a company’s outsourced activities and 
functions is critical in the outsourcing process (Wiehahn, 2000).  A third party 
logistics service provider should be seen as an extension of a company, as the 3PL 
chosen will be a reflection of that company, as well as that of the management team 
(Andel, 2013). 
The chances of a successful outsourcing arrangement are increased when 
companies regard their 3PL service providers as true partners, which are a part of 
their supply chain (Civichino, 2013). It is therefore important to find the right partners, 
which can sustainably supply the right services at the ideal cost, for the long term 
(O’Byrne, 2013). 
Previous studies show that companies select third party logistics service providers, 
based on the service provider’s ability to contribute to continuous improvement and 
the amount of direct industry experience they have (Trunick, 2014).  The service 
provider’s adaptability, capability and flexibility are also seen as vital factors in 
effective outsourcing (Wee, Peng and Wee, 2010). 
Companies further tend to favour 3PLs which fit well within the business (O’Byrne, 
2012b) and with which they already have an on-going relationship (Trunick, 2014).  
However, it is important to note that total objectivity should be maintained during the 
evaluation and selection process. The process should also include a cross-functional 
team and an objective evaluation/scoring matrix (O’Byrne, 2012b). 
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When searching for 3PLs, their communication skills, customer service, personnel 
mix and commitment to the partnership with their clients, should be considered.  
Companies should also explore 3PLs which are able to provide technical expertise 
and state-of-the-art technologies and systems (Gorman, 2009). 
O’Byrne (2012a) states that when seeking a service provider, the following should be 
searched for.  A service provider which: 
 Understands a company’s industry and has experience in it; 
 Is a good cultural fit; 
 Is well suited in terms of size (it is not ideal to be the service provider’s 
smallest client); 
 Provides services a company requires. 
b) Outsourcing relationships 
The relationship between a company and a service provider is important for a 
company’s outsourcing success (Yang, Wacker and Sheu, 2012).  Both 3PLs and 
companies are therefore paying more attention to their relationships.  Since a service 
provider is an “outsider” to a company, opportunism from the 3PL in the relationship, 
could lead to a company’s interests being damaged (Lai, Tian and Huo, 2012).  Both 
formal contracts and relational adaptation is hence crucial for maintaining a good 
relationship and outsourcing success (Yang, Wacker and Sheu, 2012). 
As outsourcing is difficult to reverse, it is important that good long-term relationships 
are formed between a company and its service provider (Kumar and Arbi, 2008).  
These relationships need to be controlled throughout the life of the project (Kavcic 
and Tavcar, 2008). Immense emphasis is placed on trust, as it is seen as an 
effective way to monitor and control the maintenance of close and long term 
relationships and discourage opportunism (Lai, Tian and Huo, 2012).  The risks of 
outsourcing cannot be inhibited by contracts alone, but calls for high levels of mutual 
trust (Kavcic and Tavcar, 2008), making trust an essential ingredient for future 
outsourcing success (Andel, 2012). 
A service provider which is constantly on the lookout to improve a company’s 
business functions, plays a vital role in sustaining a successful relationship (Hofer, 
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Knemeyer and Murphy, 2012).  The roles and responsibilities expected of both 
parties in the outsourcing relationship, should therefore be stated clearly and within a 
contractual agreement (Andel, 2012). The contents of the contract could generally 
include the following, based on the requirements of the individual customers 
(companies) (O’Byrne, 2012b): 
 Terms and conditions of the contract; 
 Services to be provided by the 3PL, including service specifications; 
 Service standards and expectations of a company - for example, the 3PL is 
required to contribute to continuous improvement initiatives (Trunick, 2014); 
 Performance target specifications and how the service provider will be 
measured against these (Kavcic and Tavcar, 2008); 
 Asset ownership; 
 Requirements for reporting and feedback; 
 Dispute resolution process; 
 When invoices are to be paid; 
 Insurance requirements; 
 Roles and responsibilities of both parties. 
2.5.5 Managing the outsourcing relationship 
The relationship between both parties in the outsourced endeavour is important for a 
company’s outsourcing success (Yang, Wacker and Sheu, 2012). Therefore the 
management of that outsourcing relationship is crucial in contributing towards a 
company’s desired outsourcing achievement (Hätönen and Eriksson, 2009). 
Hätönen and Eriksson (2009) acknowledge that the management of the outsourced 
relationship is an important theme in outsourcing and the relationship needs to be 
managed throughout the life of the outsourcing venture (Kavcic and Tavcar, 2008), 
keeping in mind the aspects that have become key issues in managing the 
relationship. These are, co-operation, team work and mutual growth/co-development 
between the two parties (Hätönen and Eriksson, 2009). 
2.6 GAPS IN OUTSOURCING RESEARCH 
Due to the high failure rate of outsourcing agreements, which amounts to a failure 
rate of 55% in the first five years of implementation, the expected outsourcing 
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outcomes anticipated by managers are not always achieved, leaving them 
disappointed in the process (Irina, Liviu and Ioana, 2012). 
Irina, Liviu and Ioana (2012) state that the effects of outsourcing have produced 
conflicting results and that only a small number of studies have considered the 
correlation between the reasons for outsourcing (expected outcomes) and its effects.  
Dekkers (2011, p.936) states that although there is a general perception that 
outsourcing is positive and beneficial for companies, “factually, we know little of what 
impact (strategic) decision making about outsourcing of manufacturing activities 
has”. 
The effects of outsourcing on a company’s operational performance, has been 
identified as another topic that needs further investigation. As operational 
performance can be assessed using a variety of criteria, the most applicable criteria 
should be taken into consideration (Hätönen and Eriksson, 2009). 
Relating to the functions and activities that have been chosen for outsourcing, 
Klingenberg and Boksma (2010) state that the literature on the outsourcing of 
material handling in particular, is not well covered, as most authors have only 
described the outsourcing of logistics functions in general (Klingenberg and Boksma, 
2010). The purpose of this study is therefore based on the above mentioned gaps 
found in the current outsourcing literature.  This will be elaborated on in subsequent 
sections.  
2.7 PURPOSE OF THE STUDY 
Based on the aforementioned gaps in the outsourcing literature, the study aimed to 
fulfil these gaps, specifically focusing on the outsourcing of material handling 
activities.  The study sought to determine the effects that outsourcing an automotive 
company’s material handling operations has on its operational performance, as well 
as to compare the company’s expected outcomes of outsourcing with its actual 
results after implementation. A definition of each main word depicting the purpose of 
the study will be discussed. These are: 
 Outsourcing; 
 Material handling (operations/activities/functions); 
 Effects; 
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 Operational performance; 
 Expected outcomes. 
Outsourcing: 
At the beginning of the chapter, three definitions of outsourcing were provided.  For 
the purpose of this study, a combination of these definitions will be used to define 
outsourcing in the context of this study. Outsourcing is thereby defined as the use of 
external resources (preferably specialists) to perform activities and functions that 
were previously undertaken internally and are not seen as core competencies of a 
company. These external resources should assume responsibility for the 
management and continuous improvement of the outsourced functions. 
Material handling: 
Klingenberg and Boksma (2010) define logistics as a part of the supply chain that 
plans, executes and manages the flow and storage of goods and services, including 
information, between the point of origin and the consumption point.   Crisan, Butilca, 
Salanta and Ilies (2011) concur with this definition, further characterising goods and 
services as the inclusion of raw material, work in process inventory and finished 
goods. 
Material handling forms part of logistics and is classified as “the operational 
procedure that takes place when the materials are handled along a materials flow”.   
(Mathisson-Ölmertz and Johansson, 2000 cited in Klingenberg and Boksma, 2010, 
p.4877).  Klingenberg and Boksma (2010) include the following activities as a part of 
material handling, providing a small definition of each. 
 Warehousing – the storage of parts in a warehouse, including the basic 
administration, internal transport and arrangement/lifting functions required for 
the storage of the material in defined/traceable sections of the warehouse; 
 Repacking – modifying the packaging of parts to enable adequate 
transportation or presentation of parts at the consumption point; 
 Order picking and kitting – the picking and packing of parts configured for a 
specific order; 
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 Sequencing – the picking and placement of parts at the 
assembly/consumption point, in the sequence that it will be used at that point; 
 Buffering – a small storage of parts used to counter irregular or unreliable 
delivery of material. 
Effects: 
For the purpose of this study, the effects of outsourcing relate to the outcomes or 
results of outsourcing after implementation.  This is defined by the Oxford Dictionary 
(2014) as a change which has come about due to an action or cause.  In this case, 
the action/cause will be the outsourcing of material handling activities, causing a 
change in the company’s operational performance. 
Operational performance: 
BusinessDictionary.com (2014) describes performance as the achievement of a 
specified task assessed against a given standard, while it defines operational 
performance as a company’s performance measured against a specified standard or 
as an indicator of effectiveness and efficiency (such as cycle time, productivity, etc). 
These standards become the criteria against which a company’s operational 
performance is assessed.  Stock, Greis and Kasarda (2000, cited in Klingenberg and 
Boksma, 2010) suggest four criteria to assess operational performance.  These are: 
cost; delivery speed and reliability; flexibility and quality.  Meixell and Kenyon (2010) 
confirm the performance criteria above, by mentioning that companies seek to use 
outsourcing as a method of improving their performance in terms of cost, quality and 
delivery. 
It has been mentioned earlier in the chapter, that the relationship between a 
company and a service provider is important for a company’s outsourcing success 
(Yang, Wacker and Sheu, 2012), as is the management of that outsourcing 
relationship (Hätönen and Eriksson, 2009).  These can be seen as additional criteria 
required for assessing a company’s operational performance, after it has 
implemented outsourcing. 
For the purpose of this study, the operational performance of the company is defined 
as the company’s performance measured against specified performance criteria. 
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These are: cost; delivery speed and reliability; flexibility; quality; the outsourcing 
relationship and the management of the outsourcing relationship.   
The last two variables will be viewed as enablers to the four variables of: cost; 
delivery speed and reliability; flexibility and quality.  These variables will assist in the 
attainment of the desired outcome of the first four variables, which is improved 
operational performance.   
Expected outcomes: 
In this study, the expected outcomes refer to the outsourcing effects management 
predict when deciding to outsource. It relates to the reasons chosen for outsourcing 
and the expected effects/outcomes anticipated when choosing to and reasoning the 
outsourcing decision. 
2.8 CONCEPTUAL FRAMEWORK 
Klingenberg and Boksma (2010) developed a conceptual framework to assist 
management in the decision to outsource material handling, by providing a model 
that structures various options for outsourcing.  Their framework focuses on the 
outsourcing of material handling activities at an automotive company, Scania 
Production Zwolle (SPZ) Plant in The Netherlands.  Six different options were 
developed for implementing the outsourcing of material handling activities, where the 
framework was tested using case studies at the Scania Production Zwolle Plant. 
Following the testing of their framework, Klingenberg and Boksma (2010) state that 
each option for outsourcing material handling functions, results in varying effects on 
Scania Production Zwolle Plant’s performance criteria (cost, delivery speed and 
reliability, flexibility and quality). 
Using a case study approach, this study aimed to assess the outsourcing of material 
handling operations at a South African automotive company to determine its effects 
on the company’s operational performance.  The performance criteria used were: 
cost; delivery speed and reliability; flexibility; quality and their corresponding 
enablers; the outsourcing relationship and the management of the outsourcing 
relationship. The study also compared Klingenberg and Boksma’s (2010) material 
handling outsourcing framework to the actual implementation of outsourcing at the 
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automotive company, to assess if any of the options closely matched the company’s 
selection. 
Figure 2.1 illustrates a conceptual framework used to investigate the independent 
variables affecting the operational performance (dependent variable) of an 
automotive company that has outsourced its material handling operations. 
Figure 2.1: Conceptual framework for this study 
 
 
The framework focuses on the variables of: cost; delivery speed and reliability; 
flexibility; quality; the outsourcing relationship and the management of the 
outsourcing relationship.  Each of these variables will be explained in further detail in 
the sections to follow. 
2.8.1 Cost  
As mentioned in section 2.3 on outsourcing theories, one of the approaches to 
outsourcing is transaction cost economics (Klingenberg and Boksma, 2010).  As the 
major persuasion to outsource is usually cost savings (Civichino, 2013), the costs 
affected as a result of outsourcing, should be taken into consideration when 
determining the effect it has on a company’s operational performance, especially 
hidden costs which could reduce cost savings(Dabhilkar and Bengtsson, 2008; 
Kroes and Ghosh, 2010). The costs potentially affected by outsourcing include 
personnel cost, transport cost, inventory (stock holding) cost and overhead costs 
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(Klingenberg and Boksma, 2010).  Dekkers (2011) declares that any operational cost 
savings resulting from outsourcing should be balanced with the cost of monitoring 
and supervising the service provider. 
The variable of cost is important as it affects operational performance both directly 
and indirectly.  Indirectly, if the variables of quality, delivery speed and reliability and 
flexibility are managed correctly, it results in individual rewards and can also save 
operational costs. Directly, reduced operational costs improve operational 
performance, as it can result in increased profits for a company (Slack, Chambers 
and Johnston, 2010).  
The cost variable can be measured by comparing a company’s costs prior to and 
subsequent to the implementation of outsourcing. In addition to the costs of 
personnel, transport, inventory and overheads, a comparison can also be made in 
terms of total logistics, regulatory or legal costs associated with performing the 
outsourced tasks (Kroes and Ghosh, 2010). 
2.8.2 Delivery speed and reliability 
Delivery speed refers to the speed of response, i.e. the time between the customer’s 
(in this case the company’s) request and the delivery time from the service provider 
to the customer (Slack, Chambers and Johnston, 2010). The delivery speed is 
affected by the performance of the service provider and depends on the 
transportation distance between the warehouse and the fitment point of the operation 
(Klingenberg and Boksma, 2010).   
The speed of delivery is important to operational performance, as it is related to cost 
reduction. Delivery speed can reduce costs by reducing inventories (Slack, 
Chambers and Johnston, 2010), as well as by avoiding line stoppages and missed 
production targets. 
Delivery reliability (or dependability) refers to being on time and providing a company 
with its requisite parts punctually and when required (Slack, Chambers and 
Johnston, 2010).  As with delivery speed, delivery reliability is affected by the 
performance of the service provider (Klingenberg and Boksma, 2010) and affects 
operational performance as it could lead to either achieving the production target or 
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causing a line stoppage, thereby potentially missing the day’s production target (and 
incur additional costs). 
Delivery speed and reliability can be assessed by measuring the service provider’s  
on time delivery (Meixell and Kenyon, 2010), as well as assessing whether the 
service provider causes line stoppages, delays in production or missed production 
targets due to late material deliveries. 
2.8.3 Flexibility 
The delivery flexibility is affected by the transportation distance and transportation 
mode and refers to the service provider’s ability to increase or decrease delivery lead 
times.  It is therefore also influenced by the capabilities of the service provider, as is 
delivery speed and reliability (Klingenberg and Boksma, 2010).  It affects operational 
performance by ensuring material is available for use, on time, every time.  Where 
there is an increase in transportation distance, flexibility is affected and can be 
remedied through buffer stocks (Klingenberg and Boksma, 2010).  This however, 
increases inventory and so further affects operational performance through 
increased costs. 
Flexibility increases responsiveness to fluctuations in production volume 
requirements (to satisfy market demands), it saves times (and in doing so, saves 
costs) and assists in retaining delivery reliability (Slack, Chambers and Johnston, 
2010).  Flexibility can be measured based on the service provider’s ability to respond 
to changes requested from a company, as well as the effect these changes have on 
its delivery reliability (positive or negative). 
2.8.4 Quality 
Quality refers to whether the part or component is as it should be, based on a 
company’s specifications (Slack, Chambers and Johnston, 2010).  The quality of 
parts can be affected by material handling activities (Klingenberg and Boksma, 2010) 
in the way parts are handled by the service provider.   
If the quality of the parts is maintained, operational performance is improved as costs 
are saved (no parts are reworked or scrapped), reliability increases and speed in 
response to the customer (company) increases (as it is not focussing on the 
37 
 
correction of mistakes or defects due to material handling activities) (Slack, 
Chambers and Johnston, 2010). Quality can be measured by determining the 
number of parts that require reworking and the number of parts scrapped due to the 
handling of material/parts by the service provider. 
2.8.5 The outsourcing relationship 
As both the outsourcing relationship and the management of the relationship has 
been discussed earlier in the chapter, brief descriptions of each will be given, stating 
how these can be measured as variables to operational performance. 
The relationship between a service provider and a company is vital for outsourcing 
success (Yang, Wacker and Sheu, 2012).  In order for the outsourcing arrangement 
to be successful, it needs to positively impact the company’s operational 
performance (through the aforementioned variables), as well as maintain a healthy 
relationship between both parties. In order to maintain a good outsourcing 
relationship and outsourcing success, opportunism from the 3PL should be 
circumvented using contracts and relational adaptation (Yang, Wacker and Sheu, 
2012).  Trust is another way of monitoring and controlling the outsourcing 
relationship (Lai, Tian and Huo, 2012). 
The outsourcing relationship can be measured in terms of the levels of trust 
experienced between the two parties; the levels of joint problem solving and 
information sharing; as well as the level of continuous improvement initiatives 
contributed by the service provider and supported by the company. The 
transparency in terms of the contract contents can also be measured, based on 
whether or not the two parties conform to the contractual requirements as agreed 
upon (for example, the roles and responsibilities of both parties), as well as whether 
the third party logistics service provider takes full accountability and responsibility for 
the outsourced operations. 
2.8.6 Management of the outsourcing relationship 
Due to the importance of the outsourcing relationship, the management of that 
relationship is thus crucial in ensuring that it is healthy and sustainable, thereby 
contributing to the attainment of a successful outsourcing arrangement (Hätönen and 
Eriksson, 2009). 
38 
 
The relationship is required to be managed throughout the life of the outsourcing 
endeavour (Kavcic and Tavcar, 2008). This can be measured by assessing the team 
work, experienced and encouraged (by management) between the service provider 
and the company; the co-operation between the two parties; how often the 
relationship is managed or supervised; management of joint problem solving 
between the two parties and following up with the 3PL on their performance targets 
(being met to an acceptable level) and continuous improvement initiatives. 
2.9 RESEARCH OBJECTIVES 
Based on the problem statement and the literature reviewed, the study aimed to 
satisfy the following primary and secondary objectives. 
2.9.1 Primary research objective 
The primary research objective was to investigate the effects of outsourcing a South 
African automotive company’s material handling activities on its operational 
performance, using the independent variables of: cost; delivery speed and reliability; 
flexibility; quality; the outsourcing relationship and the management of the 
outsourcing relationship.   
2.9.2 Secondary research objectives 
The following served as secondary research objectives for the study: 
I. To compare the expected outcomes of outsourcing with the actual outcomes 
after implementation, in order to determine the reasons for differences in the 
results. 
II. To determine the factors which contribute both positively and negatively to the 
operation of an outsourced material handling function at a South African 
automotive company. 
2.10 HYPOTHESES 
In order to resolve the aforementioned primary and secondary research objectives, 
the following null hypotheses were formulated. 
H01 There has been no improvement in the company’s operational performance in 
 terms of cost. 
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H02 There has been no improvement in the company’s operational performance in 
 terms of delivery speed and reliability. 
H03 There has been no improvement in the company’s operational performance in 
 terms of flexibility. 
H04 There has been no improvement in the company’s operational performance in 
 terms of quality. 
H05 The outsourcing relationship has not resulted in an improvement in the 
 company’s operational performance. 
H06 The management of the outsourcing relationship has not resulted in an 
 improvement in the  company’s operational performance. 
2.11 MEASURING INSTRUMENTS 
The independent variables of: cost; delivery speed and reliability; flexibility; quality; 
the outsourcing relationship and management of the outsourcing relationship, were 
each measured using the statements listed below.  Based on these statements, the 
six variables were defined. 
2.11.1 Cost 
 Outsourcing has reduced the company’s personnel costs; 
 Outsourcing has reduced the company’s transport costs; 
 Outsourcing has reduced the company’s inventory and thus the inventory 
costs; 
 Outsourcing has reduced the company’s overhead costs; 
 Outsourcing has reduced the need for extra facilities and has thereby reduced 
the company’s facility costs (Klingenberg and Boksma, 2010); 
 Outsourcing has reduced the company’s total logistics costs (Kroes and 
Ghosh, 2010). 
Based on the statements above, the cost of outsourcing can be defined as a 
reduction in the company’s personnel, transport, inventory, overhead, facilities and 
total logistics costs. 
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2.11.2 Delivery speed and reliability 
 The increased transport distance has reduced delivery speed and reliability; 
 High frequency of deliveries has been possible due to outsourcing; 
 Material is available for use, on time, every time (on time delivery by the third 
party logistics service provider is satisfactory); 
 Delivery speed and reliability has increased with outsourcing (Klingenberg 
and Boksma, 2010; Wee, Peng and Wee, 2010); 
 Line stoppages, delays in production and missed production targets due to 
late material deliveries, have decreased since outsourcing took place. 
 
Based on the statements above, delivery speed and reliability of outsourcing can be 
defined as an increase in high frequency deliveries and reliable material availability 
when required, as well as a reduction in line stoppages, delays in production and 
missed production targets due to late material deliveries. 
 
2.11.3 Flexibility 
 Outsourcing has shortened the delivery lead time of material to the point of 
use; 
 Volume flexibility has increased due to outsourcing; 
 Outsourcing has increased the flexibility on product mix; 
 Transportation distance associated with using a third party logistics service 
provider has reduced delivery flexibility (Klingenberg and Boksma, 2010); 
 Product mix/volume changes requested from the company have had no 
negative impact on delivery reliability. 
Based on the statements above, flexibility in outsourcing can be defined as a 
reduction in delivery lead times and an increase in volume, product mix and delivery 
flexibility, with no negative impact on delivery reliability. 
2.11.4 Quality 
 The quality of the part is maintained according to company specifications 
(Slack, Chambers and Johnston, 2010); 
 The quality of the parts are not negatively affected during transportation; 
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 The quality of the parts are not negatively affected when handled by the third 
party logistics service provider (Klingenberg and Boksma, 2010); 
 Parts are not often damaged during transportation and handling by the third 
party logistics service provider; 
 The number of parts requiring reworking or scrapping due to transportation 
and handling by the third party logistics service provider, has improved since 
outsourcing. 
Based on the statements above, quality in outsourcing can be defined as the 
preservation of parts according to their specifications, both during transportation and 
handling, with minimal parts requiring reworking or scrapping and on a seldom basis. 
2.11.5 The outsourcing relationship  
 There is a high level of trust experienced between both the company and the 
third party logistics service provider; 
 There is joint problem solving and information sharing between the company 
and the third party logistics service provider; 
 Continuous improvement initiatives are contributed by the third party logistics 
service provider; 
 Continuous improvement initiatives contributed by the third party logistics 
service provider, are supported by the company; 
 Both the company and the third party logistics service provider conform to the 
contractual requirements specified, in terms of both parties’ roles and 
responsibilities; 
 The service provider takes full accountability and responsibility for the 
outsourced operation. 
Based on the statements above, the outsourcing relationship can be defined as one 
involving a high level of trust, joint problem solving and information sharing between 
both parties.  It also involves conformance to the contractual agreements stipulating 
roles and responsibilities by both parties, including continuous improvement 
initiatives to be contributed by the 3PL and supported by the company, as well as full 
accountability and responsibility of the outsourced activities taken by the third party 
logistics service provider. 
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2.11.6 Management of the outsourcing relationship 
 The performance targets of the third party logistics service provider is 
regularly measured, to determine if the targets have been met to an 
acceptable level; 
 Management regularly encourages team work between the company 
employees and the third party logistics service provider employees; 
 There is positive co-operation between the company and the third logistics 
service provider; 
 Joint problem solving is managed between the company and the third logistics 
service provider, by the management team. 
Based on the statements above, the management of the outsourcing relationship 
can be defined as the company’s management team providing regular evaluation of 
the 3PL’s performance target results, encouraging team work and positive co-
operation between both parties’ employees, as well as managing joint problem 
solving initiatives between the company and the third party logistics service provider. 
The measuring/research instrument was constructed using the above mentioned 
statements assigned to each variable and will be discussed further in chapter three. 
2.12 SUMMARY AND CONCLUSION 
In this chapter, the independent variable (operational performance) and dependent 
variables (cost, delivery speed and reliability, flexibility, quality, the outsourcing 
relationship and the management of the outsourcing relationship) were addressed in 
detail through the use of various literature sources.   
Literature relating to the qualitative portion of the study was also reviewed, such as 
the reasons for outsourcing, benefits of outsourcing, outsourcing risks and important 
outsourcing considerations.  The current gaps in outsourcing research were also 
discussed.  Based on these gaps, the conceptual framework and research objectives 
of the study were developed, as well as hypotheses and measuring 
statements/instruments. In the following chapter, the research design and 
methodology of the study will be discussed in detail. 
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CHAPTER THREE  
RESEARCH DESIGN AND METHODOLOGY 
3.1 INTRODUCTION  
In this chapter, the research design and methodology are described in detail. 
Different research methods are described, with focus placed on the research 
methodology chosen for this study. The data collection of the primary and secondary 
data is described and descriptions of the population, sampling techniques, sample 
and sample frame, as well as the research instrument, are provided.  Data analysis 
conducted on the primary data collected, is also discussed. 
3.2 RESEARCH DESIGN 
Research design outlines a plan for gathering, measuring and analysing data, based 
on the research questions or hypotheses developed for the study (Cooper and 
Schindler, 2011). Subsequent to the identification of the problem statement, research 
objectives and variables of the study, as well as the development of a conceptual 
framework, the research should be appropriately designed in order for the required 
data to be collected and analysed (Sekaran and Bougie, 2010).  The research 
design for this study is seen in Figure 3.1.  
The research design serves as a guide for determining the sources and type of 
information to be collected and thereby specifies the research methodology to be 
adopted in the study (Cooper and Schindler, 2011). 
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Figure 3.1: Research design for the current study 
 
Source: Adapted from Sekaran and Bougie (2010) 
The two main research methodologies will be described in further detail in the 
following sections. 
3.3 RESEARCH METHODOLOGY 
Collis and Hussey (2009) declare that there are two main paradigms or 
methodologies for research, namely a positivist research methodology (or positivism) 
and an interpretivist research methodology (or interpretivism).  Each of these will be 
defined separately in the sections below. 
3.3.1 Positivist research methodology 
The positivist research methodology is also referred to as quantitative research, 
postpositivist research and the “scientific method” (Creswell, 2003, p.6), as it 
historically provided a structure for the way research was carried out in the natural 
sciences (Collis and Hussey, 2009).  It is based on the belief that a cause or causes 
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may result in certain effects or outcomes.  These causes are examined and tested 
as variables influencing the outcomes, thereby forming the hypotheses and research 
questions for the study (Creswell, 2003). 
Positivist research is based on knowledge gained through observations and numeric 
measurements.  Established or developed theories are verified through the collection 
of data which either sustains or contests the theory.  Modifications to the theory are 
then made for further tests to be performed on the amended theory (Creswell, 2003). 
Collis and Hussey (2009) state that research conducted under this approach focuses 
on theories to explain or predict social phenomena.  Rational and logical reasoning is 
applied to avoid prejudice and interpretation.  The explanations provided in theories 
comprise of “establishing causal relationships between the variables by establishing 
causal laws and linking them to a deductive or integrated theory” (Collis and Hussey, 
2009, p.56).  
“Positive information” is collected in this methodology approach, as variables are 
capable of being both observed and numerically measured, thereby associating this 
methodology with quantitative analysis methods (Collis and Hussey, 2009, p.56). 
The advantages and disadvantages of positivism are listed below. 
Advantages 
 Positivism may be used in a wide variety of situations (Research 
Methodology, 2014); 
 It can be fast and inexpensive to collect a large quantity of data; 
 Data collected is easy to compare; 
 There is a clear theoretical focus for the research from the start of the study; 
 The researcher has a better opportunity of maintaining control of the research 
process (Raddon, 2010). 
Disadvantages 
 Positivism focuses on what the situation is like currently and what it has been 
like recently, thereby making it difficult for decision makers to presume what 
should be done in the future; 
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 It is not extremely effective in comprehending processes or the importance 
that people affix to actions, nor is it effective in creating theories (Research 
Methodology, 2014); 
 It is inflexible, as it is difficult to change the direction of the study once data 
collection has commenced; 
 It is not very effective at understanding social practices or uncovering the 
meanings that people affix to social phenomena (Raddon, 2010). 
3.3.2 An interpretivist research methodology 
Interpretivism is based on the premise that social reality is subjective, rather than 
objective, as it is shaped by one’s perceptions.  Interpretivism was developed to fulfil 
the requirements of social scientists, as a result of gaps in the positivist research 
methodology.  The difference between positivism and interpretivism stems from the 
varied focal points.  Positivism focuses on measuring social experiences, whereas 
interpretivism focuses on interpreting and understanding social phenomena (Collis 
and Hussey, 2009). 
Interpretivist studies therefore implement methods that aim to describe, translate and 
understand the occurrence of social phenomena, rather than focusing on the 
quantitative methods of positivist researchers who focus on the frequency of 
occurring social phenomena (Collis and Hussey, 2009).  Strauss and Corbin (1990, 
cited in Collis and Hussey, 2009, p.57) state that interpretivist research is “any type 
of research where the findings are not derived from the statistical analysis of 
quantitative data”. 
The purpose of interpretivist research is to rely on the views, experiences and 
opinions of the study’s participants, on the topic being investigated or studied.  The 
questions related to this methodology are broad and general in order for respondents 
to form their own meaning of the situation in question.  Many open-ended questions 
are used to allow the researcher to listen to and absorb the respondents’ answers 
and views (Creswell, 2003). This methodology is therefore associated with 
qualitative analysis methods (Collis and Hussey, 2009). The advantages and 
disadvantages of interpretivism are listed below. 
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Advantages 
 Interpretivism assists with the comprehension of respondent’s meanings; 
 It contributes to the creation of new theories; 
 It collects data which is observed as natural, as opposed to artificial; 
 It is able to observe change processes over a period of time (Research 
Methodology, 2014). 
 Interpretivism assists in the understanding of “how” and “why”; 
 It successfully enables the understanding of social processes; 
 It allows for complexity and factors related to the respondent’s background 
(Raddon, 2010). 
Disadvantages 
 The collection of data for an interpretivist study, can be time consuming and 
require many resources; 
 The interpretation and examination of data may be complex and difficult; 
 An interpretivist approach may be more difficult than a positivist one, in terms 
of controlling the pace, progress and boundary or end point of the study 
(Research Methodology, 2014). 
 The researcher of an interpretivist study faces the uncertainty of not finding a 
clear pattern in the collected data; 
 Decision/policy makers and “non-researchers” generally perceive interpretivist 
studies as less credible than positivist studies (Raddon, 2010). 
3.3.3 Research methodology adopted in this study 
Although the two main research methodologies are positivism (quantitative research) 
and interpretivism (qualitative research), a third research approach is progressively 
more utilised and has become recognised as a third main research methodology.  
The mixed methods research methodology is defined as research which consists of 
both quantitative and qualitative research approaches, such as data collection and 
analysis, inference techniques and quantitative and qualitative perspectives and 
opinions, in order to provide extensive understanding and validation of the conducted 
study (Johnson, Onwuegbuzie and Turner, 2007). 
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Johnson, Onwuegbuzie and Turner (2007) define different types of mixed methods 
research, based on the type of study conducted by the researcher.  The mixed 
methods research subtypes have been depicted in Figure 3.2.  
Figure 3.2: Main research methodologies and mixed methods research 
subtypes  
 
Source: Johnson, Onwuegbuzie and Turner (2007, p.124) 
Researchers may have a primary research method which is based on the three main 
methodologies: pure qualitative, pure quantitative or “pure” mixed shown at the 
centre of the figure, while venturing into other methodologies to benefit from these 
approaches. This creates three types of mixed methods research: ‘pure’ mixed, 
quantitative mixed and qualitative mixed methods. The researcher who has identified 
his or herself as a mixed methods researcher from the start of the study and who 
believes that both quantitative and qualitative research approaches will add valuable 
insights as most research questions will be considered in the study, has adopted a 
‘pure’ mixed methodology (Johnson, Onwuegbuzie and Turner, 2007). 
The qualitative mixed method is suitable for qualitative researchers who consider it 
necessary to include quantitative approaches into their usually dominant qualitative 
research studies.  These researchers depend on a qualitative research approach, 
while simultaneously realising the benefits that can be obtained by including 
quantitative data and methods (Johnson, Onwuegbuzie and Turner, 2007). 
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Based on the above mentioned descriptions of the mixed methods research 
methodologies, the research paradigm adopted in this study was the quantitative 
mixed method.  The study focused mainly on a quantitative research approach, while 
including additional qualitative data and methods.  The study collected and analysed 
quantitative data required for positivist research methodologies, as well as qualitative 
data required for interpretivist research methodologies (Collis and Hussy, 2009), in 
order to carry out the quantitative mixed method. The main differences between 
qualitative and quantitative research and data have been listed in Table 3.1 below. 
Table 3.1: Differences between qualitative and quantitative research and data 
 Qualitative Quantitative 
Sample size  Small  Large 
Data type and preparation  Verbal or illustrative 
descriptions 
 Converted to verbal codes  
 Data is based on 
descriptions 
 Data can be observed but 
is not measurable 
 Data cannot be expressed 
as a number 
 Verbal descriptions 
 Converted to numerical 
codes for statistical 
analysis 
 Data is based on numbers 
 Data is measurable 
 Can be signified by 
ordinal, interval or ratio 
scales 
Data analysis  Computer or human 
coding is followed by 
human analysis  
 The data compels the 
researcher to see the 
contextual framework of 
the measured events – it 
can be difficult to 
distinguish between facts 
and judgments  
 Computerised analysis – 
statistical and 
mathematical methods are 
used 
 There is a clear distinction 
between facts and 
judgments 
 
Source: Adapted from Cooper and Schindler (2011), Roberts (2012) and Anderson (n.d.) 
The research methodology chosen for the study, determined the research methods 
employed.  These methods will be elaborated on in the following section. 
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3.4 RESEARCH METHODS 
There are a number of research methods that can be used to collect data. The 
method selected depends on the research methodology chosen, as well as on the 
degree of accuracy required, the time span of the study and available facilities and 
resources (Sekaran and Bougie, 2010).  There are two branches of research 
methods: one for a positivist research methodology and the other for an interpretivist 
research methodology.  Based on the quantitative mixed method selected for this 
study, the research methods for positivist methodologies will be focused on, while 
briefly describing interpretivist research methods. 
3.4.1 Research methods employed in a positivist study 
The main research methods employed in a positivist study are questionnaires and 
interviews. Both methods may be used in either quantitative or qualitative studies 
(Collis and Hussey, 2009).  A brief description of each method will be provided, with 
focus placed on the method selected for this study, questionnaires. 
3.4.1.1 Questionnaires 
A questionnaire (or survey) is a method in which primary and secondary data are 
obtained from a sample in order to analyse via statistical methods and ultimately 
generalise the results obtained, to the population (Collis and Hussey, 2009).  It 
consists of a number of questions prepared in advance, to which respondents 
document their views. It can be distributed via mail, electronically or personally 
(Sekaran and Bougie, 2010).   
There are two types of questionnaires: a descriptive or an analytical questionnaire.  
A descriptive questionnaire is used to provide a precise representation of the 
research events at a time, such as customers’ opinions on a new product or service.  
An analytical questionnaire on the other hand, is used to investigate whether there 
are relationships between different variables (Collis and Hussey, 2009). 
The research method used in this study was a questionnaire.  More precisely, an 
analytical questionnaire was used. A conceptual framework depicting the dependent 
variable and accompanying independent variables (Collis and Hussey, 2009) was 
developed and discussed in chapter two of the study.  This method was therefore 
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chosen to determine what effect the independent variables of: cost; delivery speed 
and reliability; flexibility; quality; the outsourcing relationship and the management of 
the outsourcing relationship, had on the dependent variable of operational 
performance, after the outsourcing of the company’s material handling activities took 
place. 
The questionnaire research method can be used for both positivist and interpretivist 
studies. The questionnaire used in a positivist study determines relationships 
between the dependent and independent variables, while the questionnaire used in 
an interpretivist study is used to obtain insights from the respondents in the chosen 
sample (Collis and Hussey, 2009).  The quantitative mixed method used for this 
study therefore made use of questionnaires to obtain both qualitative and 
quantitative data, through the use of open-ended and closed-ended questions (Collis 
and Hussey, 2009).  The closed-ended questions were used to test the relationship 
between the variables in the conceptual framework developed, while the open-ended 
questions were sent only to the decision makers of the company, in order to gain a 
deeper understanding of the outsourcing outcomes at the company. There are both 
advantages and disadvantages of the questionnaire method, based on how the 
questionnaires are administered. These are depicted in Table 3.2. 
Table 3.2: Advantages and disadvantages of the questionnaire method 
 Advantages Disadvantages 
Questionnaires 
administered personally 
 Respondents can be 
motivated 
 Doubts can be clarified 
 Less expensive – if 
handed out to a group of 
respondents 
 Almost 100% response 
rate is guaranteed 
 Anonymity of the 
respondents are high 
 Companies may be 
hesitant in allowing time 
for a group of respondents 
to collectively participate in 
the study 
Questionnaires 
administered via mail/post 
 Anonymity is high 
 A wide variety of 
geographic locations can 
be attained 
 Low response rate – 30% 
is usually acceptable 
 Questions cannot be 
clarified 
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 A small gift/token can be 
included to promote 
compliance 
 Respondents have more 
time to respond to the 
questionnaire  
 Follow up procedures are 
required for non-
responses 
Electronic questionnaires  Easy to administer 
 Global reach 
 Very economical 
 Delivery is fast 
 Respondents can answer 
at the own convenience 
 Respondent to be 
computer literate 
 Respondents must have 
access to the facility 
 Respondents must be 
willing to complete the 
questionnaire 
Questionnaires 
administered via telephone 
 Less costly than face-to-
face interviews, but 
maintains a form of 
personal contact 
 Assists with sensitive or 
complex questions 
 Achieving the required 
number of responses 
could require a large 
sample 
 Large number of 
telephone calls could be 
costly 
 Results may be biased to 
respondents who are 
available and willing to 
respond in this manner 
 
Source: Adapted from Collis and Hussey (2009) and Sekaran and Bougie (2010) 
Based on the advantages and disadvantages described in the table above, 
electronic questionnaires were chosen as the method for administration to the 
sample.   
3.4.1.2 Interviews 
Interviews are a research method used to collect data by asking certain participants 
questions, in order to determine their views and opinions on the research topic at 
hand.  Interviews can be conducted individually or with groups, using face-to-face, 
telephone or video conferencing techniques (Collis and Hussey, 2009).  In using the 
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aforementioned techniques, the interviews may be structured or unstructured 
(Sekaran and Bougie, 2010). 
Structured interviews consist of predetermined questions that seek to resolve the 
needs of the researcher; while unstructured interviews do not contain a set/planned 
set of questions.  The purpose of unstructured interviews is to uncover variables that 
require further investigation which are thus later incorporated into structured 
interviews (Sekaran and Bougie, 2010). 
3.4.2 Research methods employed in an interpretivist study 
The main research methods employed in an interpretivist study are interviews, 
protocol analysis, observation and focus groups (Collis and Hussey, 2009).  A brief 
description of each method will be provided in the following sections. 
3.4.2.1 Interviews 
As a description of the interview research method has been provided in the previous 
section, the difference between interviews performed in a positivist and interpretivist 
setting will be described.  Interviews performed in positivist studies are structured, 
while those performed in interpretivist studies are unstructured and investigate 
respondents’ comprehension, opinions, attitudes and feelings on the subject in 
question (Collis and Hussey, 2009). 
3.4.2.2 Protocol analysis 
Protocol analysis is used to identify a respondent’s logic and mental methods in 
resolving an issue in a particular circumstance, with the purpose of determining the 
behaviour and thought process of people in solving a difficult problem in a specific 
situation (Collis and Hussey, 2009). 
3.4.2.3 Observation 
Observation is used to collect data in either a laboratory or natural setting, in order to 
examine and document respondents’ actions and behaviours (Collis and Hussey, 
2009). 
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3.4.2.4 Focus groups 
Focus groups are a combination of interviews and observation.  They are used to 
collect data on the opinions, reactions and judgments of respondents, who are 
discussing the same phenomenon: a product, service, idea or situation (Collis and 
Hussey, 2009). 
3.5 DATA COLLECTION 
In exploring the research problem, various sources of information are required 
(Cooper and Schindler, 2011). Data can be collected from either secondary or 
primary sources, or both (Sekaran and Bougie, 2010).  The sources of data will be 
described further in the following sections. 
3.5.1 Secondary data collection 
Secondary data consists of information collected from existing sources, that is, data 
collected from other researchers in previous studies (Sekaran and Bougie, 2010), 
such as databases, publications and internal records (Collis and Hussey, 2009). 
Researchers source secondary data from books, periodicals, publications, census 
data, statistics, databases, the media, annual reports and case studies (Sekaran and 
Bougie, 2010).   
In this study, the researcher made use of books, journals, newspaper articles, 
periodicals and publications available on both the internet and the Nelson Mandela 
Metropolitan University online databases. The secondary sources of data collected 
for this study were used to construct the literature review in chapter two, as well as 
form a conceptual framework and set of hypotheses for the study, from which survey 
questions for the measuring instrument were derived.  
3.5.2 Primary data collection 
Primary data consists of information collected first-hand by the researcher, based 
specifically on the study being conducted (Sekaran and Bougie, 2010).  Primary data 
can be generated from experiments, questionnaires, interviews or focus groups 
conducted by the researcher (Collis and Hussey, 2009).  
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In this study, primary data was collected through the use of questionnaires.  In order 
to collect the data: the population, sampling techniques, sample, sample frame and 
research instrument of the study needed to be defined.  Each of these will be 
explained in the following sections. 
a) Population, sampling techniques, sample and sample frame 
The company selected for this study is a subsidiary of one of the largest automobile 
manufacturers in the world and is situated in the Eastern Cape, South Africa.  The 
population in this study consisted of all supply chain employees in the selected 
automotive company who were in contact or worked closely with the third party 
logistics service provider.  Before extracting the sample from the population, the 
sampling design should be selected. There are two main sampling designs: 
probability and non-probability sampling (Sekaran and Bougie, 2010).  
Probability sampling is used when the constituents in the population have a known 
chance or probability of being selected as part of the sample.  Probability sampling 
can be separated into simple random sampling (unrestricted in nature) or complex 
probability sampling (restricted in nature) (Sekaran and Bougie, 2010). 
Non-probability sampling on the other hand, is used when the constituents in the 
population have no predetermined probability of being selected as part of the 
sample. Although this denotes that the study’s findings may not be confidently 
generalised to the population (Sekaran and Bougie, 2010), this method is used when 
the “representativeness of the sample is of importance in the interests of wider 
generalizability” (Sekaran and Bougie, 2010, p.268). 
Non-probability sampling can be divided into two categories: convenience sampling 
and purposive sampling, of which purposive sampling comprises two types: 
judgment sampling and quota sampling.   
The sampling design selected for this study is the non-probability sampling design, 
specifically, the purposive sampling method of judgment sampling. Purposive 
sampling was used to collect data from specific target groups, these being the supply 
chain employees of a South African automotive company.  Judgment sampling is a 
subtype of purposive sampling and was selected as only a limited number of supply 
chain employees worked in conjunction with the automotive company’s third party 
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logistics service provider, once the company’s material handling functions were 
outsourced.  Therefore, only these employees were able to assist in answering 
questions on the study’s main objective: the effects of outsourcing a South African 
automotive company’s material handling activities, on its operational performance.  
A list of the supply chain employee names which formed part of the judgment 
sampling design was provided to the researcher from the company, thereby 
providing the sample frame.  The number of supply chain employees who made up 
the sample equated to 60.   
Once the sample has been selected, a research or measuring instrument is required.  
Further details on the research instrument selected for the study is provided in the 
following section. 
b) Research instrument  
As mentioned previously in the chapter, the research methodology for this study was 
the quantitative mixed method, with the questionnaire chosen as the research 
method.  The questionnaire was used to obtain first-hand information from the 
sample selected, using both closed-ended and open-ended questions.  Sekaran and 
Bougie (2010) define closed-ended questions as those consisting of a set of 
alternative and predefined answers to choose from, using nominal, ordinal, Likert or 
ratio scales.  This is different to open-ended questions which have no predefined 
alternatives to choose from, but instead allow respondents to answer the questions 
as they choose. 
The questionnaire was comprised of three sub-sections. Section A posed two 
biographical questions, Section B posed questions related to the variables stated in 
the conceptual framework and Section C consisted of open-ended questions for the 
decision makers of the company (those decision makers involved in the outsourcing 
decision only). 
Existing facts, opinions and information were collected from various secondary 
literature sources and converted into questionnaire items/statements used to 
measure the six variables of the study (previously outlined in the conceptual 
framework) and formed part of the questions in Section B of the questionnaire.  Four 
of these variables have been identified by Stock, Greis and Kasarda (2000, cited in 
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Klingenberg and Boksma, 2010) as criteria for assessing a company’s operational 
performance, while the remaining two variables were chosen from the secondary 
literature sources, as enablers influencing the outcome of the first four variables.  
The items used to measure the six variables are described in the subsequent 
paragraph. 
Six items were used to measure cost, to determine the effect that outsourcing 
material handling activities had on its personnel, transport, inventory, overhead, 
facility and total logistics costs.  Five items were used to measure delivery speed and 
reliability, to determine the effect that outsourcing material handling activities had on 
the delivery speed of parts from its storage location, to the point of use, as well as 
the reliability of parts being readily available when required, at the point of use. 
Five items were used to measure flexibility, to determine the effect that outsourcing 
material handling activities had on delivery lead times and flexibility in terms of 
volumes and product mix.  Five items were used to measure quality, to determine 
the effect that outsourcing material handling activities had on the quality of the parts 
during handling and transportation.  
Six items were used to measure the outsourcing relationship, to determine 
relationship dynamics between the company and the third party logistics service 
provider.  Six items were used to measure the management of the outsourcing 
relationship, to determine the way in which the outsourcing relationship was 
managed, to ensure cohesive integration between the two entities working together. 
Section A of the questionnaire consisted of nominal scaled questions while Section B 
questionnaire items were anchored to a 5-point Likert scale ranging from (1) strongly 
disagree to (5) strongly agree. Section C consisted of open-ended questions and 
was only delivered to participants who formed part of the company’s key decision 
makers at the time that the decision to outsource was made.  These participants 
were requested to respond to the open-ended questions in addition to the questions 
in Sections A and B. 
The questionnaires were e-mailed to the 60 contact persons, requesting them to 
print and complete the questionnaires. A covering letter explaining the purpose of the 
study, contact details of the researcher and relevant research ethics was forwarded 
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together with the questionnaire, to each recipient. The letter clearly explained that 
the recipients had the right not to participate in the study and that their participation 
was completely voluntary.  It also stated that no mention of names (neither of the 
respondents, nor of the company) would be mentioned in the study, that is, their 
confidentiality and anonymity would be strictly protected. A copy of the covering 
letter and questionnaire has been included as Annexure A and Annexure B 
respectively. The participants were then requested to give the completed 
questionnaires to an employee at the company, who placed each questionnaire into 
a box. 
Of the 60 questionnaires administered, 38 responses were received, of which two 
were discarded due to excessive omissions.  The challenges faced in electronically 
distributing questionnaires to participants, was that follow up emails to all participants 
were required, with only a 63% response rate, of which 3% was discarded.  The two 
discarded questionnaires were possibly due to questions that were not clear to the 
participants. 
c) Reliability of the research instrument  
In order to determine the credibility of the research findings, the findings need to be 
both reliable and valid. Reliability refers to no differences in the results of the 
research, if the research was to be replicated. If another researcher repeated the 
same study, the findings would be reliable if the same results were achieved (Collis 
and Hussey, 2009). Sekaran and Bougie (2010) define reliability as the degree to 
which a measure is unbiased, thereby demonstrating the stability and consistency of 
the measuring instrument.   
In this study, the Cronbach’s coefficient alpha was used to test reliability, specifically 
interitem consistency reliability. The interitem consistency reliability tests how 
consistent respondents’ answers are with all of the items measured in the research 
instrument and is used for multipoint-scaled items, such as the 5-point Likert scale 
used in this study (Sekaran and Bougie, 2010). 
d) Validity of the research instrument  
Validity is the second technique used in measuring the credibility of the research 
findings.   Collis and Hussey (2009, p.64) describe validity as “the extent to which the 
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research findings accurately reflect the phenomena under the study”.  In developing 
the research instrument, validity tests are required to establish that which was 
intended to be measured by the researcher, was indeed measured.  There are 
various types of tests that can be used, such as content validity, criterion-related 
validity and construct validity (Sekaran and Bougie, 2010). 
Content validity measures how adequately the elements of the research instrument 
represents the concept being measured (Sekaran and Bougie, 2010).  Face validity 
is the most common validity test (Collis and Hussey, 2009) and falls under content 
validity.  It indicates whether the measures used in the research instrument do in fact 
measure the concept.  The use of experts can be employed to validate that the 
research instrument measures what it is supposed to measure (Collis and Hussey, 
2009; Sekaran and Bougie, 2010). 
Criterion-related validity is separated into concurrent and predictive validity and 
determines whether the measures differentiate individuals in such a way as to assist 
in predicting a criterion variable.  Construct validity determines how adequately the 
research instrument’s results fit the theories from which the instrument was designed    
(Sekaran and Bougie, 2010). 
In this study, content validity was established based on the literature review 
constructed in chapter two and was based on six variables.  Four of these variables 
have been identified by Stock, Greis and Kasarda (2000, cited in Klingenberg and 
Boksma, 2010) as criteria for assessing the company’s operational performance, 
while the remaining two variables were selected from the secondary literature 
sources. 
3.6 DATA ANALYSIS 
Subsequent to the collection of primary data, appropriate methods are required for 
the analysis of the collected data.  In this study, both open-ended and closed-ended 
questions were used in the research instrument. Thus descriptive and inferential 
statistics were used for the closed-ended questions, while content analysis was 
conducted on the open-ended questions. 
Once the questionnaires were completed and returned to the researcher, the data 
was captured in MS Excel and imported into a statistical programme.  Descriptive 
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and inferential statistics were then computed.  While descriptive statistics are used to 
describe the sample or population being studied, the results cannot be generalised 
or inferred to a larger population.  However, inferential statistics can be used to 
generalise the results of a sample to the larger population.  In order to do this, the 
sample should be representative of the population to which it is being inferred 
(Crossman, 2014). 
There are two types of descriptive statistics: the measure of central tendency and the 
measure of spread or dispersion.  Central tendency can be measured using the 
median, mean and/or mode (Klazema, 2014); while spread can be measured using 
the range, absolute deviation, standard deviation, quartiles and/or variance (Laerd 
Statistics, 2013).  For this study, the following descriptive statistics were used: mean, 
median, standard deviation and quartiles. 
The types of inferential statistics that can be used are Pearson’s r (correlation of 
coefficient), t-test, ANOVA (Analysis of Variance), ANCOVA (Analysis of Covariance) 
and Chi-Square (Griffin, 2007).  For this study, the Pearson’s r and a t-test was used.  
Inferential statistics were also used to test the research hypotheses of this study. 
3.7 SUMMARY AND CONCLUSION 
In this chapter it was concluded that a quantitative mixed method research 
methodology was adopted for this study.  Both quantitative and qualitative data were 
therefore sourced and were conducted by means of a questionnaire.  Details on the 
population, sampling techniques, sample and sample frame were provided, including 
details on the research instrument.  Primary data was analysed through the use of 
descriptive and inferential statistics for quantitative data, while content analysis was 
conducted for qualitative data. In the following chapter, the empirical findings from 
the primary data collected will be analysed and discussed. 
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CHAPTER FOUR 
EMPIRICAL FINDINGS 
4.1 INTRODUCTION 
In this chapter, the empirical findings from the collection of the primary data are 
presented.  A questionnaire as the research method was used to collect the data.  
The cover letter and questionnaire are attached as Annexure A and Annexure B.  
The following topics will be addressed in this chapter: a sample description, testing 
the reliability of the research instrument, descriptive statistics on each variable, 
inferential statistics on the data collected and qualitative data collected from the 
open-ended questions. 
Statistical applications which were developed by a consultant of the NMMU Unit for 
Statistical Consultation (USC) were used to analyse the primary data collected.  
These applications were used to analyse the sample description, test the reliability of 
the research instrument and develop descriptive and inferential statistics.   
4.2 SAMPLE DESCRIPTION 
Questionnaires were sent to all supply chain employees at the automotive company 
who would be affected by the outsourcing of material handling (MH) activities to the 
third party logistics service provider.  A total of 60 questionnaires were distributed 
and 38 completed questionnaires were returned.  Of the 38 questionnaires returned, 
two were discarded due to excessive omissions.  The results of the remaining 36 
respondents were analysed and these results are discussed in this chapter. 
Section A of the questionnaire consisted of biographical data and researched when 
the respondents of the questionnaire were employed in the supply chain department, 
as well as whether or not the respondents worked directly with the third party 
logistics service provider (3PL), after the outsourcing of the material handling 
activities took place. Tables 4.1 and 4.2 summarise the respondents’ answers to 
Section A of the questionnaire. 
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Table 4.1: Respondents’ time employed in the supply chain department 
Respondents’ time employed in the  
supply chain department 
Number of  
responses 
Percentage of  
responses 
When the material handling activities were 
carried out in-house 
9 25% 
Both before and after the material handling 
activities were outsourced to the third party 
logistics service provider 
24 67% 
When the material handling activities were 
already outsourced to the third party logistics 
service provider 
3 8% 
Total  36 100% 
 
Table 4.1 indicates that 67% of the respondents, who participated in the survey, 
were employed in the supply chain department both before and after the material 
handling activities were outsourced to the third party logistics service provider.  This 
indicates that the majority of the respondents had knowledge and experience on how 
the material handling activities were executed both before and after outsourcing, as 
well as the effect that outsourcing had on the company’s operational performance, in 
terms of the first four variables researched. Although 25% of the survey respondents 
were employed in the supply chain department while the material handling activities 
were performed in-house and 8% were employed only once the material handling 
activities were outsourced, these respondents were still able to provide insights into 
the effect that outsourcing had on the company’s operational performance, as each 
department worked closely together. 
Table 4.2: Respondents who worked directly with the 3PL after outsourcing  
Respondents who worked directly with the 
3PL after outsourcing took place 
Number of  
responses 
Percentage of  
responses 
Respondents who had worked with the 3PL after 
outsourcing 
30 83% 
Respondents who had not worked with the 3PL 
after outsourcing 
6 17% 
Total  36 100% 
 
Table 4.2 illustrates the number of respondents who worked directly with the third 
party logistics service provider, after the outsourcing of the company’s material 
handling activities took place.  The results show that 83% of the respondents who 
participated in the survey, worked directly with the third party logistics service 
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provider, while 17% did not. This demonstrates that a majority of the survey 
respondents had first-hand knowledge and experience in working and interacting 
with the 3PL, as well as observing the relationship between the company’s and third 
party logistics service provider’s employees and management team.  This provided 
credibility to the respondents’ answers on the last two variables questioned. 
4.3 TESTING THE RELIABILITY OF THE RESEARCH INSTRUMENT 
In this study, the Cronbach’s coefficient alpha was used to test reliability, specifically, 
the interitem consistency reliability of the research instrument (questionnaire).  The 
results showing the alpha values for each statement used to measure the six 
variables are shown in Table 4.3. 
 
Table 4.3: Cronbach alpha values for each variable measured in the 
questionnaire 
Measuring statements 
Initial 
alphas 
Item 
removed 
Final alphas 
Cost 0.89  0.89 
Delivery speed and reliability 0.64 D1 0.84 
Flexibility 0.55 F4 0.79 
Quality 0.91  0.91 
The outsourcing relationship 0.85  0.85 
Management of the outsourcing 
relationship 
0.78  0.78 
Overall performance 0.79  0.80 
 
When analysing the results of the questionnaire, it was realised that two statements 
were posed in a negative manner: a statement measuring the variable of delivery 
speed and reliability (D1) and another statement measuring the variable of flexibility 
(F4). All the other statements in the questionnaire were posed positively.  This 
resulted in low alpha values for the two variables. The negative statements (D1 and 
F4) were removed to calculate the alpha values with better accuracy. In addition, the 
results of the two statements were reversed to convert the respondents’ answers to 
more accurate values for further statistical analyses. 
As stipulated in chapter two of the study, the operational performance of the 
company was defined as a company’s performance measured against specified 
performance criteria.  Performance criteria were based on; cost; delivery speed and 
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reliability; flexibility and quality.  The enablers which affect the outcome of these 
were the outsourcing relationship and the management of the outsourcing 
relationship.  The measuring statement of ‘overall performance’ depicted in Table 4.3 
is therefore a combination and mean of all six variables measured. 
The results presented in Table 4.3 show that all of the measuring items/statements 
used in the questionnaire, produced alpha values of 0.78 or higher.  An acceptable 
alpha score is 0.7 or greater. The measuring instrument was therefore proven to be 
reliable. 
4.4 DESCRIPTIVE STATISTICS  
Section B of the questionnaire consisted of statements developed to measure each 
variable in the conceptual framework. The following sections summarise the 
responses to Section B of the questionnaire, with each subdivision representing a 
different variable.   
Table 4.4 to Table 4.9 as well as Figure 4.1 to Figure 4.6 summarise the 
respondents’ views on the effect of outsourcing material handling activities on the 
company’s operational performance, using the variables of: cost (C); delivery speed 
and reliability (D); flexibility (F); quality (Q); the outsourcing relationship (R) and the 
management of the outsourcing relationship (M).  The participants were requested to 
state their views on each statement (question) using a 5-point Likert scale, ranging 
from strongly disagree to strongly agree. 
Table 4.4 displays the range of values for each response category. For example, a 
mean value between 1.8 and 2.6 displays an overall negative response (that is, 
respondents disagreed with most of the questions), whereas a mean value between 
4.2 and 5.0 displays a very positive overall response (that is, respondents strongly 
agreed with most of the questions). The values depicted in Table 4.4 were used to 
assess the mean values for each of the variables in this section. 
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Table 4.4: Response category values 
 
Response category Values 
Very negative 1.0 – 1.8 
Negative 1.8 – 2.6 
Neutral 2.6 – 3.4 
Positive 3.4 – 4.2 
Very positive 4.2 – 5.0 
 
4.4.1 Cost 
Table 4.5 and Figure 4.1 illustrate participants’ responses to how outsourcing the 
company’s material handling activities has affected its operational performance in 
terms of cost.  Table 4.5 depicts the average responses of the survey participants, 
by presenting the means and standard deviation to each individual question 
(statement). 
Table 4.5: Descriptive statistics on cost 
 Code Statements Mean S.D. 
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C1 
Outsourcing has reduced 
the company’s personnel 
costs 
3.23 1.29 9% 29% 11% 34% 17% 
C2 
Outsourcing has reduced 
the company’s transport 
costs 
3.28 1.11 3% 28% 22% 33% 14% 
C3 
Outsourcing has reduced 
the company’s inventory 
and thus the inventory costs 
2.29 1.27 29% 41% 9% 12% 9% 
C4 
Outsourcing has reduced 
the company’s overhead 
costs 
3.19 1.26 8% 28% 17% 31% 17% 
C5 
Outsourcing has reduced 
the need for extra facilities 
and has thereby reduced 
the company’s facility costs 
3.28 1.30 6% 33% 11% 28% 22% 
C6 
Outsourcing has reduced 
the company’s total logistics 
costs 
3.00 1.35 14% 31% 14% 25% 17% 
Average mean score = 3.06 
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The average mean score for cost was 3.06, indicating that the respondents’ views on 
the effects of outsourcing on the company’s cost were neutral.  The outsourcing of 
the company’s material handling activities therefore had no improvement on its cost, 
but in fact remained the same overall. Table 4.5 and Figure 4.1 show that the 
average mean score has been deduced from a majority of three positive means and 
three negative means calculated for the six statements (highlighted in bold for each 
question).  While 34%, 33% and 31% of respondents agreed that outsourcing had 
reduced the company’s personnel, transport and overhead costs respectively, 41% 
of respondents were of the opinion that the company’s inventory and inventory costs 
had not reduced.  In addition, 33% and 31% of respondents felt that the company’s 
corresponding facility costs and overall logistics costs had also not reduced since 
outsourcing took place. 
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Figure 4.1: Cost - descriptive statistics 
 
 
4.4.2 Delivery speed and reliability 
Table 4.6 and Figure 4.2 illustrate participants’ responses to how outsourcing the 
company’s material handling activities has affected its operational performance in 
terms of delivery speed and reliability.   
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Table 4.6: Descriptive statistics on delivery speed and reliability  
Code Statements Mean S.D. 
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D1* 
The increased transport 
distance has increased 
delivery speed and 
reliability 
2.97 0.97 3% 35% 26% 32% 3% 
D2 
High frequency of deliveries 
has been possible due to 
outsourcing 
3.29 0.91 0% 21% 38% 32% 9% 
D3 
Material is available for use, 
on time, every time (on time 
delivery by the third party 
logistics service provider is 
satisfactory) 
2.36 1.15 22% 47% 6% 22% 3% 
D4 
Delivery speed and 
reliability has increased with 
outsourcing 
2.39 1.05 17% 53% 6% 25% 0% 
D5 
Line stoppages, delays in 
production and missed 
production targets due to 
late material deliveries, 
have decreased since 
outsourcing took place 
2.31 1.17 28% 36% 19% 11% 6% 
Average mean score = 2.57  
*The results for D1 were reversed due to the negative manner in which this 
statement was posed in the questionnaire.  For the purpose of the analysis, the 
statement itself has been reworded to pose the question in a positive manner in 
order to accurately reflect the adjusted results displayed in Table 4.6. 
The average mean score for delivery speed and reliability was 2.57, indicating that 
the respondents’ views on the effects of outsourcing on the delivery speed and 
reliability of parts to the point of use was negative.  The outsourcing of the 
company’s material handling activities therefore had a negative impact on its delivery 
speed and reliability, overall. 
Table 4.6 and Figure 4.2 show that the average mean score has been deduced from 
a majority of four negative means and one neutral mean calculated for the five 
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statements (highlighted in bold for each question).  Although the average mean falls 
within the negative response category, it is slightly short of the neutral category, due 
to the high positive responses to two of the questions (D1 and D2).  While 35% of 
respondents did not believe that the increase in transportation distance lead to an 
increase in delivery speed and reliability; 32% of respondents agreed that it had and 
therefore did not hinder the delivery speed and reliability of the parts to the point of 
use. On a similar note, 38% of respondents neither agreed nor disagreed with 
whether high frequency of deliveries had been possible due to the implementation of 
outsourcing, however, 32% of respondents agreed with this question.  
Regarding the last three statements and questions on delivery speed and reliability, 
47% of respondents disagreed with the question on whether on time delivery by the 
3PL was deemed as satisfactory and if material/parts were available for use on time 
and every time. In addition, 53% of respondents felt that the delivery speed and 
reliability had not increased with outsourcing, while 36% were of the opinion that 
outsourcing had not reduced the company’s line stoppages, delays in production or 
missed production targets due to late material deliveries. 
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Figure 4.2:  Delivery speed and reliability - descriptive statistics 
 
4.4.3 Flexibility 
Table 4.7 and Figure 4.3 illustrate participants’ responses to how outsourcing the 
company’s material handling activities had affected its operational performance in 
terms of flexibility.   
Table 4.7: Descriptive statistics on flexibility 
Code Statements Mean S.D. 
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F1 
Outsourcing has shortened 
the delivery lead time of 
material to the point of use 
2.78 1.02 3% 50% 19% 22% 6% 
F2 
Volume flexibility has 
increased due to 
2.61 0.90 6% 50% 22% 22% 0% 
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The increased transport distance has reduced delivery speed and reliability
High frequency of deliveries has been possible due to outsourcing
Material is available for use, on time, every time (on-time delivery by the third party logistics
service provider is satisfactory)
Delivery speed and reliability has increased with outsourcing
Line stoppages, delays in production and missed production targets due to late material
deliveries, have decreased since outsourcing took place
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outsourcing 
F3 
Outsourcing has increased 
the flexibility on product mix 
2.58 0.91 6% 50% 28% 14% 3% 
F4* 
Transportation distance 
associated with using a 
third party logistics service 
provider has improved 
delivery flexibility 
3.08 0.84 3% 22% 39% 36% 0% 
F5 
Product mix / volume 
changes requested from the 
company have had no 
negative impact on delivery 
reliability 
2.83 1.03 6% 42% 19% 31% 3% 
Average mean score = 2.70 
*The results for F4 were reversed due to the negative manner in which this 
statement was posed in the questionnaire. For the purpose of the analysis, the 
statement itself has been reworded to pose the question in a positive manner in 
order to accurately reflect the adjusted results displayed in Table 4.7. 
The average mean score for flexibility was 2.70, indicating that the respondents’ 
views on the effects of outsourcing on delivery flexibility was neutral.  The 
outsourcing of the company’s material handling activities therefore had no 
improvement on its delivery flexibility.   
Although the mean falls within the neutral response category, it sways towards the 
negative end of the spectrum, thereby indicating more negative responses than 
positive.  This is shown in how the average mean score is deduced.  Table 4.7 and 
Figure 4.3 show that the average mean score calculated for the five statements, has 
been deduced from the majority of four negative means and 1 neutral mean, 
including a high percentage of positive responses for the same question (F4).  These 
have been highlighted in bold for each question. 
Fifty percent of respondents did not believe that outsourcing the company’s material 
handling activities led to shorter delivery lead times (of the parts to its point of use), 
or increased volume flexibility. A further 50% did not agree that outsourcing led to an 
increase in product mix flexibility, in fact 42% of respondents felt that product mix 
and volume changes requested from the company to the 3PL had a negative impact 
on delivery reliability.  While 39% of respondents neither agreed nor disagreed that 
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an increase in transport distance resulted in improved delivery flexibility, 32% of 
respondents agreed that it had, none the less.  
Figure 4.3: Flexibility – descriptive statistics 
 
4.4.4 Quality 
Table 4.8 and Figure 4.4 illustrate participants’ responses to the way in which 
outsourcing the company’s material handling activities had affected its operational 
performance in terms of quality.   
Table 4.8: Descriptive statistics on quality 
Code Statements Mean S.D. 
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Q1 
The quality of the part is 
maintained according to 
3.42 1.00 3% 19% 19% 50% 8% 
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Outsourcing has shortened the delivery lead time of material to the point of use
Volume flexibility has increased due to outsourcing
Outsourcing has increased the flexibility on product mix
Transportation distance associated with using a third party logistics service provider has reduced delivery
flexibility
Product mix / volume changes requested from the company have had no negative impact on delivery reliability
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company specifications 
Q2 
The quality of the parts are 
not negatively affected 
during transportation 
3.14 1.03 6% 26% 20% 46% 3% 
Q3 
The quality of the parts are 
not negatively affected 
when handled by the third 
party logistics service 
provider 
2.94 1.03 3% 43% 14% 37% 3% 
Q4 
Parts are not often 
damaged during 
transportation and handling 
by the third party logistics 
service provider 
2.80 0.99 3% 49% 17% 29% 3% 
Q5 
The number of parts 
requiring reworking or 
scrapping due to 
transportation and handling 
by the third party logistics 
service provider, has 
improved since outsourcing 
2.67 0.99 8% 39% 36% 11% 6% 
Average mean score = 2.99 
The average mean score for quality is 2.99, indicating that the respondents’ views on 
the effects of outsourcing on the quality of the parts affected is neutral.  The 
outsourcing of the company’s material handling activities therefore resulted in neither 
an improvement nor a decline in the quality of the parts handled, but instead 
remained the same overall. 
Table 4.8 and Figure 4.4 show that the average mean score has been deduced from 
the majority two positive means and three negative means calculated for the five 
statements (highlighted in bold for each question).  Subsequent to the outsourcing of 
the company’s material handling activities, 50% of respondents agreed that the 
quality of the parts were maintained to the company’s specifications and 46% agreed 
that the parts were not negatively affected during transportation.   
Conversely, 43% of respondents were of the opinion that the quality of the parts was 
negatively affected when handled by the third party logistics service provider.  In 
addition, 49% of respondents disagreed when asked whether the parts were seldom 
damaged during transportation and handling by the 3PL, while 39% disagreed that 
the number of parts requiring reworking and scrapping due to transportation and 
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handling by the 3PL improved since outsourcing.  However, 36% of respondents 
neither agreed nor disagreed in their responses to this question. 
Figure 4.4: Quality - descriptive statistics 
 
4.4.5 The outsourcing relationship 
Table 4.9 and Figure 4.5 illustrate participants’ responses to the way in which the 
outsourcing relationship had affected the company’s operational performance.  By 
influencing the outcomes of the first four variables, the outsourcing relationship may 
positively or negatively affect operational performance. 
Table 4.9: Descriptive statistics on the outsourcing relationship 
Code Statements Mean S.D. 
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R1 
There is a high level of trust 
experienced between both 
2.80 1.02 6% 43% 20% 29% 3% 
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The number of parts requiring reworking or scrapping due to transportation and handling by the third party
logistics service provider, has improved since outsourcing
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the company and the third 
party logistics service 
provider 
R2 
There is joint problem 
solving and information 
sharing between the 
company and the third party 
logistics service provider 
3.49 1.04 3% 20% 14% 51% 11% 
R3 
Continuous improvement 
initiatives are contributed by 
the third party logistics 
service provider 
3.06 1.04 8% 22% 28% 39% 3% 
R4 
Continuous improvement 
initiatives contributed by the 
third party logistics service 
provider, are supported by 
the company 
3.56 0.73 0% 11% 25% 61% 3% 
R5 
Both the company and the 
third party logistics service 
provider conform to the 
contractual requirements 
specified, in terms of both 
parties’ roles and 
responsibilities 
3.36 0.90 3% 17% 25% 53% 3% 
R6 
The service provider takes 
full accountability and 
responsibility for the 
outsourced operation 
2.83 1.30 14% 39% 8% 28% 11% 
Average mean score = 3.18 
The average mean score for the outsourcing relationship is 3.18, indicating that the 
respondents’ views on the relationship between the company and the 3PL was 
neither positive nor negative.  Although the mean falls within the neutral response 
category, it sways towards the positive end of the spectrum, thereby indicating more 
positive responses than negative.  This is shown in how the average mean score is 
deduced - from the majority of four positive means and two negative means 
calculated for the six statements (highlighted in bold for each question). 
Table 4.9 and Figure 4.5 illustrate that 43% of respondents believed that a high level 
of trust was not experienced between the company and the third party logistics 
service provider.  Conversely, 51% of respondents were of the opinion that joint 
problem solving and information sharing between the company and the 3PL 
occurred and 39% believed that the 3PL contributed to continuous improvement 
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initiatives.  In addition, 61% of respondents agreed that the continuous improvement 
initiatives supplied by the third party logistics service provider were supported by the 
company. 
While 53% of respondents agreed that both the company and the 3PL conformed to 
the contractual requirements specified, in terms of both parties’ roles and 
responsibilities, 39% of respondents felt that the 3PL did not take full accountability 
and responsibility for the outsourced operations. 
Figure 4.5: The outsourcing relationship - descriptive statistics  
 
4.4.6 Management of the outsourcing relationship 
Table 4.10 and Figure 4.6 illustrate participants’ responses to the way in which the 
management of the outsourcing relationship had affected the company’s operational 
performance. By influencing the outcomes of the first four variables, the 
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management of the outsourcing relationship may positively or negatively affect 
operational performance. 
Table 4.10: Descriptive statistics on the management of the outsourcing 
relationship 
Code Statements Mean S.D. 
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M1 
The performance targets of 
the third party logistics 
service provider is regularly 
measured, to determine if 
the targets have been met 
to an acceptable level 
3.67 0.93 3% 11% 14% 61% 11% 
M2 
Management regularly 
encourages team work 
between the company 
employees and the third 
party logistics service 
provider employees 
3.83 0.77 0% 8% 14% 64% 14% 
M3 
There is positive co-
operation between the 
company and the third 
logistics service provider 
3.31 0.86 0% 17% 44% 31% 8% 
M4 
Joint problem solving is 
managed between the 
company and the third 
logistics service provider, 
by the management team 
3.61 0.93 0% 17% 19% 50% 14% 
Average mean score = 3.60  
The average mean score for the management of the outsourcing relationship is 3.60, 
indicating that the respondents’ views on the management of the outsourcing 
relationship was positive.  The average mean score calculated for the four 
statements has been deduced from the majority of three positive means and one 
neutral mean, including a high percentage of positive responses for the same 
question (M3).  These have been highlighted in bold for each question. 
Table 4.10 and Figure 4.6 illustrate that 61% of respondents agreed that the 
performance targets of the 3PL were measured regularly to determine whether the 
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targets had been met on an acceptable level and 64% believed that management 
regularly encouraged team work between the company employees and the 
employees of the third party logistics service provider. 
Although 44% of respondents neither agreed nor disagreed with whether there was 
positive co-operation between the company and the third party logistics service 
provider, 31% of respondents were of the opinion that positive co-operation existed.  
In addition, 50% of respondents agreed that joint problem solving was managed 
between the company and the third logistics service provider by the management 
team. 
Figure 4.6: Management of the outsourcing relationship - descriptive statistics 
 
4.5 INFERENTIAL STATISTICS 
Statistical applications developed by a consultant from the NMMU Unit for Statistical 
Consultation (USC) were used to examine correlations between the study’s 
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variables, as well as to conduct a one-sample t-test.  These will be discussed in the 
following sections.  
4.5.1 Correlations 
Pearson’s product-moment correlation coefficient (r) was used to test the 
correlations between the variables developed for the study to determine if these had 
an effect on one another.  Table 4.11 shows the significant correlations highlighted in 
red. 
Correlations are: 
 Statistically significant at 0.05 level for n = 36, if r ≥ 0.329, and  
 Practically significant if r ≥ 0.300. 
The correlations highlighted in Table 4.11 are therefore both statistically and 
practically significant.  As an example, respondents who had high scores for cost, 
tended to have high scores for: delivery speed and reliability; flexibility; the 
outsourcing relationship and the management of the outsourcing relationship.  The 
variable flexibility had high scores for correlations with all other variables. 
Table 4.11: Pearson’s product-moment correlations (r) 
Variables C D F Q R M 
Cost - 0.371 0.598 0.159 0.456 0.467 
Delivery speed and 
reliability 
0.371 - 0.625 0.295 0.622 0.160 
Flexibility 0.598 0.625 - 0.366 0.510 0.490 
Quality 0.159 0.295 0.366 - 0.231 0.272 
Outsourcing relationship 0.456 0.622 0.510 0.231 - 0.711 
Management of the 
outsourcing relationship 
0.467 0.160 0.490 0.272 0.711 - 
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4.5.2 T-test 
A one-sample t-test was conducted for the management of the outsourcing 
relationship variable, as the responses to this variable had the only mean score 
higher than 3.4 (3.4 to 5.0 depicts a positive response), as well as the lowest 
standard deviation value of 0.68.  All other variables had mean scores which were in 
the neutral category, with delivery speed and reliability in the negative category. 
There is insufficient evidence to conclude that the score in the population is better on 
average, than 3.4.  The outcome of the one-sample t-test is that the mean score for 
the management of the outsourcing relationship in the population is not equal to 3.4. 
Although the mean score was above 3.4 for the management of the outsourcing 
relationship, it was not significant enough to reject the null hypotheses: 
 (t=1.81, d.f.=35, p=0.079), while Cohen’s d = 0.30 
Since the other five variables resulted in samples with mean scores lower than 3.4, it 
was infeasible to conduct t-tests for these variables. The results of the study’s 
hypotheses formulated and tested are shown in sections 4.5.2.1 to 4.5.2.6. 
4.5.2.1 Hypothesis related to cost 
H1 There has been an improvement in the company’s operational performance in 
 terms of cost. 
H01 There has been no improvement in the company’s operational performance in 
 terms of cost. 
In order for an improvement to be shown in the company’s operational performance 
in terms of cost, an overall mean score significantly above 3.4 is required.  As the 
overall mean score for cost is lower than 3.4, the hypothesis H1 is thus not 
supported, while the null hypothesis H01 cannot be rejected.  This suggests that 
there was no improvement in the company’s costs (in terms of the cost statements 
questioned) since outsourcing of its material handling activities took place. 
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4.5.2.2 Hypothesis related to delivery speed and reliability 
H2 There has been an improvement in the company’s operational performance in 
 terms of delivery speed and reliability. 
H02 There has been no improvement in the company’s operational performance in 
 terms of delivery speed and reliability. 
The overall mean score for delivery speed and reliability is lower than 3.4, therefore 
the hypothesis H2 is not supported, while the null hypothesis H02 cannot be 
rejected.  This suggests that there was no improvement in the company’s delivery 
speed and reliability (in terms of the survey statements questioned) since 
outsourcing of its material handling activities took place. 
4.5.2.3 Hypothesis related to flexibility 
H3 There has been an improvement in the company’s operational performance in 
 terms of flexibility. 
H03 There has been no improvement in the company’s operational performance in 
 terms of flexibility. 
The overall mean score for flexibility is lower than 3.4, therefore the hypothesis H3 is 
not supported, while the null hypothesis H03 cannot be rejected.  This suggests that 
there was no improvement in the company’s flexibility (in terms of the survey 
statements questioned) since outsourcing of its material handling activities took 
place. 
4.5.2.4 Hypothesis related to quality 
H4 There has been an improvement in the company’s operational performance in 
 terms of quality. 
H04 There has been no improvement in the company’s operational performance in 
 terms of quality. 
The overall mean score for quality is lower than 3.4, therefore the hypothesis H4 is 
not supported, while the null hypothesis H04 cannot be rejected.  This suggests that 
there was no improvement in the company’s quality (in terms of the survey 
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statements questioned) since outsourcing of its material handling activities took 
place. 
4.5.2.5 Hypothesis related to the outsourcing relationship 
H5 The outsourcing relationship has acted as a positive enabler to the variables 
 of: cost; delivery speed and reliability; flexibility and quality to improve the 
 company’s operational performance. 
H05 The outsourcing relationship has not resulted in an improvement in the 
 company’s operational performance. 
The overall mean score for the outsourcing relationship is lower than 3.4, therefore 
the hypothesis H5 is not supported, while the null hypothesis H05 cannot be 
rejected.  This suggests that the outsourcing relationship has not resulted in an 
improvement in the company’s operational performance. 
4.5.2.6 Hypothesis related to the management of the outsourcing relationship 
H6 The management of the outsourcing relationship has acted as a positive 
 enabler to the variables of: cost; delivery speed and reliability; flexibility and 
 quality to improve the company’s operational performance. 
H06 The management of the outsourcing relationship has not resulted in an 
 improvement in the  company’s operational performance. 
Although the overall mean score for the management of the outsourcing relationship 
is higher than 3.4, it is not significantly above 3.4.  A significantly higher result is 
required to ensure that the sample has provided sufficient evidence to conclude that 
in the population, the mean score is above 3.4.  The hypothesis H6 is therefore not 
supported, while the null hypothesis H06 cannot be rejected.  This suggests that the 
management of the outsourcing relationship has not resulted in an improvement in 
the company’s operational performance. 
4.6 QUALITATIVE DATA 
Section C of the questionnaire consisted of open-ended questions developed to fulfil 
the secondary research objectives of the study. These set of questions were 
restricted to participants who formed part of the company’s key decision makers at 
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the time that the decision to outsource was made.  A total of five questionnaires were 
distributed and two participants responded (40% response rate).  Due to the 
sensitivity of the questions which related to specific key decision makers and their 
strategies chosen for outsourcing the company’s material handling activities, the low 
response rate was warranted. The following sections summarise the responses to 
Section C of the questionnaire, with each subdivision representing a question in the 
survey.   
4.6.1 Main factors contributing positively to how outsourced MH activities are 
completed 
 The 3PL’s ability to respond quickly to crises; 
 The 3PL’s ability to acquire additional resources, to quickly respond to crises; 
 Positivity and “can do” attitude of the 3PL; 
 Regular and open communication between the company and the 3PL. 
4.6.2 Main factors contributing negatively to how outsourced MH activities are 
completed 
 No stability on the shop floor; 
 The 3PL has a high labour turnover rate – hourly staff specifically.  Hourly 
staff were recruited through a labour broker and dismissed for poor 
performance.  This impacted negatively on the 3PL’s ability to train, develop, 
motivate and retain a stable, high performance group of hourly staff; 
 The 3PL had inadequate management depth and expertise to effectively 
manage and “stay on top” of critical material handling activities of this [the 
company’s] magnitude. 
4.6.3 Key objectives for outsourcing 
 To lower overall costs; 
 To have a stronger focus on the core functions and business of the company; 
 To reduce the company’s headcount; 
 To improve the reliability of supply to the point of use; 
 To improve landed materials management and control. 
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4.6.4 Objectives that were achieved 
 Focus was placed only on the company’s core functions; 
 The company’s headcount was reduced. 
4.6.5 Objectives that were not achieved 
 Lower overall costs were not achieved, due to the following reasons: 
o High labour turnover rate of the 3PL; 
o Lack of experienced shop floor personnel; 
o Lack of understanding of the company’s processes, by the 3PL 
personnel. 
4.6.6 Overall rating of the outsourcing endeavour (successful/unsuccessful) 
 Unsuccessful. 
The overall thoughts and comments on the company’s material handling outsourcing 
endeavour provided by the questionnaire respondents are listed verbatim below: 
 “The core business is not about vehicle assembly but rather about logistics 
management throughout the entire supply chain, including materials handling. 
As the OEM [original equipment manufacturer] we under-estimated just how 
difficult and risky it is to outsource a key component of the total supply chain.” 
 “The Service Provider [SP] was looking to aggressively expand their range of 
activities in automotive and also under-estimated the complexities of taking 
over the MH activities ‘on the run’ and making it work smoothly from day 1. 
They over-promised and under-delivered.” 
 “The OEM was under enormous pressure to streamline its operations and to 
significantly reduce headcount. The outsourcing offered the opportunity to do 
this while at the same time achieving savings. The headcount and paper 
savings dominated the decision to outsource MH.” 
 “GPSC [Global Purchasing and Supply Chain] in SA and the regional OEM 
supply chain team were not well integrated at the time and we did not 
sufficiently involve them and get their detailed input and views in advance of 
the outsourcing decision. Had we done this a different decision might have 
been made?” 
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 “We thought we had protected ourselves against poor performance by the SP 
through contractual penalties of various kinds. However, time showed that the 
penalties imposed would not dramatically and quickly turn around SP under-
performance and in practice, our ability to impose significant ongoing 
penalties on the SP was limited as they simply would not be able to absorb 
them.”  
 “If the OEM is still experiencing unacceptably poor MH performance from its 
current SP, then re-insourcing MH activities should be considered. The 
difficulties of doing this are significant, particularly given the loss of former in-
house MH skills over time. A VERY detailed and well-resourced transition 
plan would need to be developed and implementation then very carefully 
project managed. Another option might be to look at an alternative SP.” 
4.7 SUMMARY AND CONCLUSION 
In this chapter, the empirical findings of each variable revealed the following: 
 A positive result for the management of the outsourcing relationship; 
 Neutral results for cost, flexibility, quality and the outsourcing relationship; 
 A negative result for delivery speed and reliability. 
The null hypothesis for each variable was tested; none of which could be rejected.  
The qualitative data collected from the open-ended questions were also provided 
and revealed that some of the company’s objectives for outsourcing MH were 
achieved, while others were not. 
In the following chapter, the findings from the literature review and the empirical 
investigation will be discussed, as well as the conclusion and recommendations 
developed from the findings. 
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CHAPTER FIVE 
FINDINGS, CONCLUSION AND RECOMMENDATIONS 
5.1 INTRODUCTION 
In this chapter, the research objectives and research design and methodology of the 
study are reviewed.  In addition, the main findings from the literature review and the 
empirical investigation are discussed. To conclude the study, the conclusion and 
recommendations formed from the findings are examined, as well as the 
shortcomings of the research and future research. 
5.2 RESEARCH OBJECTIVES 
The primary research objective of this study was to investigate the effects of 
outsourcing a South African automotive company’s material handling activities on its 
operational performance, using the independent variables of: cost; delivery speed 
and reliability; flexibility; quality; the outsourcing relationship and the management of 
the outsourcing relationship.  
The following served as secondary research objectives for the study: 
I. To compare the expected outcomes of outsourcing with the actual outcomes 
after implementation, in order to determine the reasons for differences in the 
results. 
II. To determine the factors which contribute both positively and negatively to the 
operation of an outsourced material handling function at a South African 
automotive company. 
5.3 RESEARCH DESIGN AND METHODOLOGY 
Research design entails developing a plan for collecting, calculating and examining 
data based on the research question (Cooper and Schindler, 2011).  It provides a 
guide for establishing the type and sources of information required and therefore 
dictates the research methodology to be adopted in the study (Cooper and 
Schindler, 2011).  
There are two main paradigms or methodologies for research, namely a positivist 
research methodology and an interpretivist research methodology (Collis and 
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Hussey, 2009).  The positivist research methodology focuses on theories to explain 
or predict social phenomena (Collis and Hussey, 2009).  It is based on the belief that 
a cause or causes may result in certain effects or outcomes.  These causes are then 
tested and examined (Creswell, 2003), with “positive information” collected to be 
numerically measured (Collis and Hussey, 2009, p.56).  
Interpretivism focuses on interpreting and understanding social phenomena (Collis 
and Hussey, 2009) and implements methods that aim to describe, translate and 
understand the occurrence of social phenomena (Collis and Hussey, 2009).  The 
purpose of interpretivist research is to rely on the views, experiences and opinions of 
the study’s participants (Creswell, 2003). 
The research paradigm adopted in this study was the quantitative mixed method 
approach. The study focused mainly on a quantitative research approach, while 
including additional qualitative methods. The collection and analyses of quantitative 
data required for positivist research methodologies, as well as that of qualitative data 
required for interpretivist research methodologies (Collis and Hussey, 2009) were 
undertaken in order to implement the quantitative mixed method. 
The research methodology chosen for a study determines the research methods 
employed.  There are a number of research methods that can be used to collect data 
for positivist and interpretivist research.  Based on the quantitative mixed method 
selected for this study, the research method chosen for this study was a 
questionnaire.  The questionnaire was used to obtain both quantitative data for the 
positivist portion of the study and qualitative data for the interpretivist portion of the 
study, through the use of corresponding closed-ended and open-ended questions. 
Some of the advantages in using the questionnaire as a research method were: 
respondent anonymity, easy administration and economical and fast delivery.  
Disadvantages included a low response rate and follow-up procedures required for 
non-responses. 
In gathering data, researchers are able to collect data from either primary sources, 
secondary sources or both (Sekaran and Bougie, 2010).  Secondary data consists of 
information collected from existing sources (Sekaran and Bougie, 2010) such as 
databases, publications and internal records (Collis and Hussey, 2009).  In this 
88 
 
study, secondary data was collected from books, journals, newspaper articles, 
periodicals and publications available on both the internet and the Nelson Mandela 
Metropolitan University online databases. 
Primary data consists of information collected first-hand by the researcher, 
specifically for the study being conducted (Sekaran and Bougie, 2010) and can be 
generated from experiments, questionnaires, interviews or focus groups conducted 
by the researcher (Collis and Hussey, 2009).  In this study, questionnaires were 
used to collect primary data. To facilitate the collection of primary data, the 
population, sample frame and sample for the study needed to be defined.   
The population in the current study consisted of all supply chain employees in a 
South African automotive company (based in the Eastern Cape) who would be in 
contact or work closely with the third party logistics service provider.  The sampling 
design selected for this study was the non-probability sampling design, specifically, 
the purposive sampling method of judgment sampling. The names of the supply 
chain employees were provided to the researcher by the company, thereby providing 
the sample frame.  The number of supply chain employees who made up the sample 
equated to 60.  Once the sample and sampling technique (design) were selected, a 
research instrument was developed to facilitate the collection of the primary data. 
Following the collection of primary data, appropriate methods were used for the 
analysis of the data.  These methods included descriptive and inferential statistics, 
as well as content analysis for the open-ended questions. 
5.4 MAIN FINDINGS FROM THE LITERATURE REVIEW 
The main findings for each variable (independent and dependent) from the literature 
review are discussed in the following sections. The literature review findings related 
to the qualitative portion of the study are also discussed. 
5.4.1 Cost 
Klingenberg and Boksma (2010) state that Transaction Cost Economics (TCE) is 
one of the approaches to outsourcing.  It is often used to determine whether 
activities should be performed internally or externally through a service provider 
(Yang, Wacker and Sheu, 2012).  The theory proclaims that activities should be 
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performed where the total cost of production and transaction costs are at a minimum 
(Klingenberg and Boksma, 2010).  Therefore cost savings is a major persuasion to 
use outsourcing (Civichino, 2013).   
The costs affected as a result of outsourcing, should thus be taken into consideration 
when determining the effect it has on a company’s operational performance 
(Dabhilkar and Bengtsson, 2008; Kroes and Ghosh, 2010).  The costs potentially 
affected by outsourcing include personnel, transport, inventory and overhead costs 
(Klingenberg and Boksma, 2010), as well as total logistics and regulatory or legal 
costs associated with performing the outsourced tasks (Kroes and Ghosh, 2010). 
Cost affects operational performance both directly and indirectly.  Indirectly, if the 
variables of delivery speed and reliability, quality and flexibility are managed 
correctly, it produces not only its individual rewards, but can also improve operational 
costs.  Directly, a reduction in operational costs can improve a company’s 
operational performance, through a resultant increase in profits (Slack, Chambers 
and Johnston, 2010). 
5.4.2 Delivery speed and reliability 
Delivery speed is defined as the speed of response, i.e. the time between the 
company’s request and the delivery time from the service provider to the customer 
(Slack, Chambers and Johnston, 2010).  Delivery reliability on the other hand, refers 
to “being on time” and providing the company with its requisite parts punctually and 
when required (Slack, Chambers and Johnston, 2010).  Both delivery speed and 
reliability are affected by the performance of the service provider and depend on the 
transportation distance between the warehouse and the fitment point of the operation 
(Klingenberg and Boksma, 2010). 
Delivery speed and reliability affect operational performance as they are related to 
cost reduction.  Both can reduce costs by reducing inventories (Slack, Chambers 
and Johnston, 2010), as well as by avoiding line stoppages and missed production 
targets.  Delivery speed and reliability can therefore be measured by evaluating the 
service provider’s on time delivery (Meixell and Kenyon, 2010), in addition to 
assessing whether line stoppages, delays in production or missed production targets 
occurred as a result of late material deliveries. 
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5.4.3 Flexibility 
Delivery flexibility refers to the service provider’s ability to increase or decrease 
delivery lead times and is influenced by transportation distance and mode, as well as 
the capabilities of the service provider (Klingenberg and Boksma, 2010).  It affects 
operational performance by ensuring material is available for use, on time and every 
time.  Flexibility increases responsiveness to fluctuations in production volumes, it 
saves times, thereby saving costs and assists in retaining delivery reliability (Slack, 
Chambers and Johnston, 2010).  Flexibility can be evaluated based on the service 
provider’s ability to react to changes requested from the company, as well as the 
effect these changes have on its delivery reliability (positive or negative). 
5.4.4 Quality 
Quality refers to whether the part or component is as it should be, based on the 
company’s specifications (Slack, Chambers and Johnston, 2010).  It can be affected 
by material handling activities (Klingenberg and Boksma, 2010) in the way parts are 
handled by the service provider.  If the quality of the parts is maintained, operational 
performance is improved due to cost savings (as no parts are reworked or 
scrapped).  Delivery speed and reliability are also increased, as there is less focus 
on the correction of defects or damages due to material handling activities (Slack, 
Chambers and Johnston, 2010). Quality can be measured by establishing the 
number of parts that require reworking, as well as those scrapped due to the 
handling of parts by the service provider. 
5.4.5 The outsourcing relationship 
The relationship between the company and the 3PL is critical for outsourcing 
success (Yang, Wacker and Sheu, 2012). To maintain a good outsourcing 
relationship, opportunism from the 3PL should be avoided through the use of 
contractual agreements (Yang, Wacker and Sheu, 2012). Trust between the two 
parties should also be used to monitor and control the outsourcing relationship (Lai, 
Tian and Huo, 2012). 
The outsourcing relationship can be measured by assessing the levels of trust 
experienced between the two parties, as well as the level of joint problem solving, 
information sharing and continuous improvement initiatives contributed by the 
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service provider and supported by the company. In addition, the relationship can be 
measured by determining if the two parties conform to the contractual requirements 
as agreed upon (in terms of roles and responsibilities) and whether the 3PL takes full 
accountability and responsibility for the outsourced operations. 
5.4.6 Management of the outsourcing relationship 
The management of the outsourcing relationship is important to ensure that the 
relationship remains healthy and sustainable in order to attain a successful 
outsourcing arrangement (Hätönen and Eriksson, 2009).  The relationship should be 
managed throughout the life of the outsourcing venture (Kavcic and Tavcar, 2008) 
and can be measured by gauging the teamwork that is experienced between the 3PL 
and the company and is encouraged by management.   
It can also be assessed by measuring the co-operation between the two parties, how 
often the relationship is managed and the management of joint problem solving 
between the two parties.  In managing the relationship, evaluations on whether the 
3PL has achieved its performance targets at an acceptable level, are required. 
5.4.7 Operational performance 
Operational performance is defined as a company’s performance measured against 
a specified standard or as an indicator of effectiveness and efficiency 
(BusinessDictionary.com, 2014).  These standards thus become the criteria against 
which the company’s operational performance is measured.  The criteria of: cost; 
delivery speed and reliability; flexibility and quality have been suggested by Stock, 
Greis and Kasarda (2000, cited in Klingenberg and Boksma, 2010) as a measure of 
operational performance. 
As the relationship between the company and the 3PL is vital for a company’s 
outsourcing success (Yang, Wacker and Sheu, 2012), the management of that 
relationship is thus equally important (Hätönen and Eriksson, 2009).  These can be 
seen as additional criteria required for assessing a company’s operational 
performance after it has implemented outsourcing. 
The operational performance of a company can therefore be defined as a company’s 
performance measured against the following six criteria:  cost; delivery speed and 
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reliability; flexibility; quality; the outsourcing relationship and the management of the 
outsourcing relationship. The latter two are viewed as enablers to the criteria of: cost; 
delivery speed and reliability; flexibility and quality, thus assisting in the attainment of 
the desired outcome of these variables, i.e. improved operational performance.   
5.4.8 Positive contributing factors in outsourcing MH activities 
The literature review revealed that the outsourcing success factors provide positive 
contributions to the outsourcing of a company’s activities. Important to outsourcing 
success, is the use of formal contractual agreements, as well as necessary 
collaboration between the company and the 3PL.  Joint problem solving and 
information sharing is also of importance (Yang, Wacker and Sheu, 2012).  
Furthermore, the management of the outsourcing relationship and the correct timing 
of the outsourcing decision, plays a vital role in the success of the outsourcing 
endeavour (Hätönen and Eriksson, 2009). 
The selected 3PL also plays a critical part in the success of the outsourcing 
endeavour (Hofer, Knemeyer and Murphy, 2012).  It is important to find the right 
partner as the 3PL becomes an extension of the company itself (Andel, 2013).  The 
3PL should be able to supply the right services, at the ideal cost, for the long term 
and on a consistent basis (O’Byrne, 2013).  The adaptability, capability and flexibility 
of the 3PL are seen as vital factors in effective outsourcing (Wee, Peng and Wee, 
2010). Communication skills, customer service, personnel mix and commitment to 
the partnership, as well as the ability to provide technical expertise and state-of-the-
art technologies/systems are essential to the success of an outsourcing endeavour 
(Gorman, 2009). 
In addition, the relationship between the company and the 3PL is important for 
successful outsourcing (Yang, Wacker and Sheu, 2012).  It is important that healthy, 
long-term relationships are developed between the company and the 3PL (Kumar 
and Arbi, 2008), with high levels of mutual trust (Kavcic and Tavcar, 2008). 
5.4.9 Negative contributing factors in outsourcing MH activities 
The risks associated with outsourcing can lead to factors which negatively contribute 
to the outsourcing venture. According to previous studies, while many companies 
experienced improved performance through outsourcing, others have experienced 
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varied results in cost efficiency, productivity and profitability, including a loss of prior 
knowledge of the outsourced functions (Meixell and Kenyon, 2010). 
Hidden costs, poor communication, inadequate competencies of the 3PL and a lack 
of control of the outsourced process, pose further problems and are risks for the 
outsourced activities (Irina, Liviu and Ioana, 2012).  The 3PL also affects the 
execution of the outsourced activities, with many risks related to the service provider 
itself.  Problems can occur when the expectations of the company do not match the 
capabilities of the third party logistics service provider (Andel, 2012). 
5.4.10 Outsourcing objectives 
Companies choose to outsource certain functions for a number of reasons.  These 
are mainly to: increase their competitive advantage; maximise production capacity; 
focus on core functions; reduce costs and gain access to resources. The outsourcing 
of logistics functions is thought to be a great way of attaining competitive edge (Irina, 
Liviu and Ioana, 2012).  To remain competitive, companies are required to improve 
their flexibility, delivery and service speed, as well as their capabilities in satisfying 
customers.  By applying suitable outsourcing strategies and adjusting/redesigning 
certain processes, a company is able to satisfy their customers’ needs and remain 
competitive (Wee, Peng and Wee, 2010). 
By outsourcing certain in-house logistics functions such as preparation activities and 
inventory storage, companies are able to maximise their plant’s production capacity, 
as this frees up space within the plant to make such increases (Ward, 2014).  One of 
the main reasons for outsourcing is to focus on core functions and therefore 
outsource non-core functions of the company (Wiehahn, 2000). In this way, non-core 
activities can be executed more professionally by the 3PL, which has expert 
knowledge and experience of the functions (O’Byrne, 2012a). By focusing on its core 
competencies, a company is able to gain flexibility through reorganisation, expedite 
projects and improve their products’ time to market (Hätönen and Eriksson, 2009). 
Cost reduction is another main reason for outsourcing (Agndal and Nordin, 2009).  
This includes reducing operational costs, managing and controlling costs and 
utilising resources in crucial and more profitable areas (Hätönen and Eriksson, 
2009).  It also includes reducing logistics costs and improving variable cost flexibility 
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(O’Byrne, 2012a). Companies therefore turn to outsourcing to improve their 
performance in terms of cost, quality and delivery (Meixell and Kenyon, 2010).   
Furthermore through the use of outsourcing, companies seek to obtain external 
skills, competencies and knowledge in order to add value to its organisational 
processes (Hätönen and Eriksson, 2009).  Companies are therefore able to gain 
access to highly skilled labour (those of the 3PL) and company resources that were 
previously unattainable or unavailable before the activities were outsourced.  It is 
also a means of compensating for a lack of in-house expertise (Hätönen and 
Eriksson, 2009).  
5.5 MAIN FINDINGS FROM THE EMPIRICAL INVESTIGATION 
The main findings of each variable (independent and dependent) from the empirical 
investigation are discussed in the following sections. The findings related to the 
qualitative portion of the study are also examined.  Table 5.1 provides a summary of 
the empirical findings of each variable.  It also includes the result of the dependent 
variable of overall operational performance. The findings of the independent 
variables have been sorted from highest to lowest, using the mean results. 
Table 5.1: Summary of empirical findings 
Variable Mean S.D. Negative Neutral Positive 
The management of the outsourcing 
relationship 
3.60 0.68 2 6% 8 22% 26 72% 
The outsourcing relationship 3.18 0.76 8 22% 14 39% 14 39% 
Cost 3.06 1.01 17 47% 5 14% 14 39% 
Quality 2.99 0.85 12 33% 13 36% 11 31% 
Flexibility 2.70 0.76 22 61% 5 14% 9 25% 
Delivery speed and reliability 2.57 0.89 23 64% 5 14% 8 22% 
Operational performance 3.02 0.59 11 31% 14 39% 11 31% 
 
5.5.1 Cost 
The overall mean score for cost was 3.06, indicating that the outsourcing of the 
company’s material handling activities had no significant effect on its cost, but 
instead remained the same overall. 
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Table 5.1 shows that the average mean score resulted in an overall neutral result, 
while 47% of respondents viewed outsourcing as having a negative effect on cost, 
39% believed that it had a positive effect.  Respondents were of the opinion that 
outsourcing reduced the company’s personnel, transport and overhead costs, but 
that its inventory, facility and logistics costs had not decreased ever since 
outsourcing occurred.   
5.5.2 Delivery speed and reliability 
The overall mean score for delivery speed and reliability was 2.57, indicating that the 
outsourcing of the company’s material handling activities had a negative effect on its 
delivery speed and reliability. 
Table 5.1 shows that the average mean score resulted in a negative result, as 64% 
of respondents agreed that outsourcing had a negative effect on delivery speed and 
reliability, while 22% believed that it had a positive effect.  Although a majority of 
respondents neither agreed nor disagreed that high frequency of deliveries had been 
possible due to the implementation of outsourcing, many respondents agreed that it 
had. Most respondents did not believe that the company’s delivery speed and 
reliability increased despite an increase in transportation distance, although many 
believed that it had.  Respondents also answered negatively on whether on time 
delivery by the 3PL was satisfactory and if parts were available for use on time and 
every time.  In addition, respondents were of the opinion that the delivery speed and 
reliability did not increase with outsourcing, nor did it reduce the company’s line 
stoppages, delays in production or missed production targets due to late material 
deliveries. 
5.5.3 Flexibility 
The overall mean score for flexibility was 2.70, indicating that the outsourcing of the 
company’s material handling activities had no significant effect on its flexibility.  
Table 5.1 shows that the average mean score resulted in an overall neutral result, 
although 61% of respondents viewed outsourcing to have a negative effect on 
flexibility, while 25% believed that it had a positive effect.   
Although a majority of respondents neither agreed nor disagreed that an increase in 
transport distance resulted in improved delivery flexibility, many respondents agreed 
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that it had none the less.  Most respondents did not believe that outsourcing lead to 
shorter delivery lead times, increased volume flexibility or increased product mix 
flexibility.  Instead, respondents were of the opinion that product mix and volume 
changes requested from the company to the 3PL had a negative impact on delivery 
reliability.   
5.5.4 Quality 
The overall mean score for quality was 2.99, indicating that the outsourcing of the 
company’s material handling activities had no significant effect on its quality, but 
instead remained the same overall. 
Table 5.1 shows that the average mean score resulted in an overall neutral result, 
although 33% of respondents viewed outsourcing to have a negative effect on 
quality, 31% believed that it had a positive effect.  Respondents agreed that 
subsequent to the outsourcing of the company’s material handling activities, the 
quality of the parts were maintained to the company’s specifications and were not 
negatively affected during transportation.   
However, respondents were also of the opinion that the quality of the parts was 
negatively affected when handled by the 3PL and disagreed with the statement that 
parts were seldom damaged during transportation and handling by the 3PL.  
Although many respondents neither agreed nor disagreed that the reworking and 
scrapping of parts (due to transportation and handling by the 3PL) improved since 
outsourcing, a majority of respondents agreed that it had not. 
5.5.5 The outsourcing relationship 
The overall mean score for the outsourcing relationship was 3.18, indicating that the 
respondents’ views on the relationship between the company and the 3PL is neither 
positive nor negative. 
Table 5.1 shows that the average mean score resulted in an overall neutral result, as 
22% of respondents viewed the relationship as negative, while 39% believed it to be 
positive.  Respondents felt that a high level of trust was not experienced between the 
company and the third party logistics service provider and that the 3PL did not take 
full accountability and responsibility for the outsourced operations.   
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However, most respondents believed that joint problem solving and information 
sharing between the company and the 3PL occurred and that the 3PL contributed to 
continuous improvement initiatives.  Respondents also agreed that the continuous 
improvement initiatives supplied by the 3PL were supported by the company.  In 
addition, respondents believed that both the company and the 3PL conformed to the 
contractual requirements specified, in terms of both parties’ roles and 
responsibilities. 
5.5.6 Management of the outsourcing relationship 
The overall mean score for the management of the outsourcing relationship was 
3.60, indicating that the respondents’ views on the management of the outsourcing 
relationship is positive.  
Table 5.1 shows that the average mean score resulted in a positive result, as 72% of 
respondents viewed the management of the outsourcing relationship as positive, 
while 6% believed it to be negative. Respondents agreed that the performance 
targets of the 3PL were regularly measured to determine whether the targets had 
been met on an acceptable level and that management regularly encouraged 
teamwork between the company and 3PL employees.  In addition, respondents also 
believed that joint problem solving was managed between the company and the 3PL 
by the management team.  Although most respondents neither agreed nor disagreed 
that there was positive co-operation between the company and the 3PL, many 
respondents were of the opinion that there was.   
5.5.7 Operational performance 
The overall mean score for the company’s operational performance was 3.02, 
indicating that the outsourcing of the company’s material handling activities had no 
significant effect on its operational performance, but instead remained the same 
overall. 
Table 5.1 shows that the average mean score resulted in an overall neutral result.  A 
total of 31% of respondents viewed outsourcing as having a negative effect on the 
company’s operational performance, while a further 31% believed that its effect was 
positive.  However, 39% of respondents were neutral in their opinions.  
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5.5.8 Positive contributing factors in outsourcing MH activities 
Respondents (key decision makers) believed that the 3PL’s ability to acquire 
additional resources quickly and respond rapidly to crises, contributed positively to 
the way in which the outsourced MH activities were executed.  Respondents also 
believed that the 3PL’s positive attitude, as well as regular and open communication 
between the two parties, provided further positive contributions. 
5.5.9 Negative contributing factors in outsourcing MH activities 
Respondents viewed the lack of stability on the shop floor, as a negative contributor 
to the outsourcing of MH activities.  This was caused as a result of high labour 
turnover, which impacted negatively on the 3PL’s ability to train, develop, motivate 
and retain a stable and thus better performing shop floor staff.  The 3PL’s 
inadequate management depth and expertise further contributed negatively to the 
outsourcing of the MH activities, as the 3PL could not effectively manage the critical 
functions and the large quantity of the company’s MH functions. 
5.5.10 Outsourcing objectives 
The company’s main objectives for outsourcing were to lower overall costs and 
reduce headcount.   The company also outsourced to focus on its core functions and 
relied on the expertise of the service provider.  The company therefore sought to 
improve the reliability of material supply to its point of use, as well as improve landed 
materials management and control through the expertise of the 3PL. 
5.5.11 Outsourcing objectives achieved/not achieved 
Through outsourcing, the company was able to place its focus on its core functions, 
as well as reduce its overall headcount.  However, the company did not achieve 
lower overall costs due to the 3PL’s high labour turnover rate, lack of experience 
from the shop floor personnel and a lack of understanding of the company’s 
processes by the 3PL. 
5.6 CONCLUSION 
The following sections provide a conclusion of the study’s primary and secondary 
research objectives. 
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5.6.1 Primary research objective 
The primary research objective of this study was to investigate the effects of 
outsourcing a South African automotive company’s material handling activities on its 
operational performance. This was determined by using the independent variables 
of: cost; delivery speed and reliability; flexibility; quality; the outsourcing relationship 
and the management of the outsourcing relationship.  
Based on the empirical findings, the outsourcing of the company’s material handling 
activities had no significant effect on its operational performance, but instead 
remained the same overall. Using the aforementioned independent variables, the 
hypotheses tested show that there was no improvement in: the company’s cost; 
delivery speed and reliability; flexibility or quality. The outsourcing relationship, acting 
as an enabler to the first four variables, had not influenced an improvement in the 
company’s operational performance. Although the last variable, the management of 
the outsourcing relationship, acting as an enabler to the first four variables, provided 
a positive score in the empirical findings, it was not significant enough to reject the 
null hypothesis. This suggests that the management of the outsourcing relationship 
had not resulted in an improvement in the company’s operational performance 
either.  
5.6.2 Secondary research objective (I) 
The study comprised of two secondary research objectives, the first of which sought 
to compare the expected outcomes of outsourcing with the actual outcomes after 
implementation in order to determine the reasons for differences in the results.   
Through the use of outsourcing, the company expected to achieve a reduction in 
their headcount, as well as to develop focus on core functions only. This was 
achieved after the outsourcing of its material handling activities took place.  
However, the company also expected to lower overall costs through outsourcing, but 
this was not accomplished.  Some of the reasons for this were: the 3PL’s high labour 
turnover rate, lack of experience from the shop floor personnel and a lack of 
understanding of the company’s processes by the 3PL.   
A high labour turnover rate can cause a loss in knowledge transfer and continued 
mistakes due to new employees learning the company’s processes.  This then leads 
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to a lack of experience of shop floor personnel, as well as a lack of understanding of 
the company’s processes.  Achieving lower overall costs are therefore hindered as a 
high rate of new employees joining the 3PL can lead to mistakes occurring.  It can 
also lead to slower comprehension and reaction to issues, as well as increased costs 
in monitoring the 3PL using the company’s employees. Based on the empirical 
findings on cost, the company’s costs remained the same after outsourcing and 
therefore did not improve. This supported the respondents’ (key decision makers) 
views that the objective of lower overall costs was not achieved. 
In addition, the company wanted to improve the reliability of material supply to its 
point of use, as well as improve its landed materials management and control 
through the expertise of the 3PL.  Based on the empirical findings on delivery speed 
and reliability, outsourcing the company’s material handling activities had a negative 
effect on its delivery speed and reliability. Most respondents disagreed with the 
question on whether on time delivery by the 3PL was satisfactory and if 
material/parts were available for use on time and every time.  Furthermore, most 
respondents believed that the delivery speed and reliability had not increased with 
outsourcing, nor had outsourcing reduced the company’s line stoppages, delays in 
production or missed production targets due to late material deliveries.  It can 
therefore be concluded that this objective of the company was not achieved through 
outsourcing. 
5.6.3 Secondary research objective (II) 
The study’s final secondary objective was to determine the factors that contributed 
positively and negatively to the operation of the outsourced material handling 
activities. 
The role of the 3PL played a major part in the company’s outsourcing venture.  Both 
positive and negative contributors in the operation of the outsourced activities were 
linked to the 3PL.  The 3PL’s ability to acquire additional resources quickly and thus 
respond speedily to crises, contributed positively to the execution of the outsourced 
MH activities. The 3PL’s positive attitude, as well as regular and open 
communication between the two parties, also contributed positively to the execution 
of the outsourced activities. 
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However, the lack of stability on the shop floor due to the 3PL’s high labour turnover 
rate, contributed negatively to the execution of MH activities.  This impacted 
negatively on the 3PL’s ability to retain a stable compliment of shop floor staff in 
order to train, develop and motivate them to perform better. The 3PL’s insufficient 
management depth and expertise made further negative contributions, as the 3PL 
could not effectively manage the company’s critical MH activities or its large scaled 
MH operations. 
5.6.4 Overall thoughts and conclusion 
A key decision maker, who responded to the questionnaire, viewed the overall rating 
of the outsourcing endeavour as unsuccessful.  Conclusions can be drawn from the 
empirical findings of the closed-ended questions, as well as answers provided for the 
open-ended questions. The overall score for the company’s operational performance 
was 3.02, indicating that there was neither an improvement nor a deterioration of its 
operational performance due to outsourcing. 
However, findings from the literature review show that a company’s operational 
performance should improve through improvement in: cost; delivery speed and 
reliability; flexibility and quality (Slack, Chambers and Johnston, 2010).  Stock, Greis 
and Kasarda (2000, cited in Klingenberg and Boksma, 2010) suggested the use of: 
cost; delivery speed and reliability; flexibility and quality to assess operational 
performance, while Meixell and Kenyon (2010) confirm that companies seek to use 
outsourcing as a method of improving their performance in terms of cost, quality and 
delivery. 
Since the empirical findings show that the company’s operational performance 
remained the same after outsourcing, it can be concluded that the outsourcing 
endeavour was unsuccessful in terms of the variables tested and the objective of 
reducing its overall costs and improving its delivery reliability. 
Klingenberg and Boksma (2010) developed a framework that provides six options for 
outsourcing a company’s material handling activities. The MH activities at the Scania 
Production Zwolle (SPZ) Plant in The Netherlands were investigated in order to 
theoretically test the developed framework.  A case for each of the six options was 
generated, with two of the cases closely matching the actual outsourcing undertaking 
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in the current study. These two cases will be discussed to show the relevant 
outcomes of each. 
Case 3 tested the use of an intermediate facility to outsource the warehousing of its 
parts. This facility was located about 20km away from SPZ.  The short transport 
distance ensured that the delivery reliability and flexibility was adequate, due to its 
short transport time. However, preliminary cost studies showed that using an 
intermediate facility would increase logistics operating costs. This would occur as a 
result of non-valued added activities required with the use of the facility, such as 
loading and unloading of parts at the facility. Therefore, the company’s total 
personnel costs would increase in delivering parts to the point of use.  An additional 
transport cost would also be incurred, due to the recurrent transport trips between 
the intermediate facility and SPZ (Klingenberg and Boksma, 2010). Consequently, 
management decided against this option due to the cost increase calculated.  The 
team noted however, that this option would not be ruled out if there were increased 
capacity demands in the future (Klingenberg and Boksma, 2010). 
Case 5 tested the use of a warehouse located on SPZ’s premises to outsource the 
warehousing of its parts using a 3PL.  It was established that the internal transport 
costs would increase, but less than that in Case 3, while delivery reliability and 
flexibility would remain the same as activities would still be executed on SPZ 
premises.  The decision to follow Case 5 would be based on personnel costs and it 
could be argued that focus on the company’s core activities would be the reason for 
outsourcing in this way (Klingenberg and Boksma, 2010). 
In the current study, the company’s outsourcing strategy follows both Case 3 and 
Case 5. The company uses a warehouse located less than 20km away for the 
delivery and storage of parts from suppliers.  It also makes use of an on-site interim 
warehouse (run by the 3PL) for provisional storage of parts before these are 
requested from the point of use.  As can be seen from the outcomes determined for 
Case 3 and Case 5, there is a resultant increase in costs.  Due to the company in the 
current study selecting to use both options, it incurred the costs revealed in Case 3, 
as well as those revealed in Case 5. This is supported by the empirical findings 
which show that there was no improvement in the company’s costs after outsourcing 
took place. 
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The management of SPZ agreed to consider the option in Case 3 in the event of 
future capacity increases. The company in the current study however, suffered 
volume decreases subsequent to its outsourcing venture, further proving that SPZ’s 
decision to decline the use of this option was valid (for small volumes).  
5.7 RECOMMENDATIONS 
The following serve as recommendations and are based on literature, the empirical 
findings of the six variables and respondents’ opinions to the open-ended questions 
provided in the survey. 
a) The two variables: the outsourcing relationship and the management of the 
outsourcing relationship, act as enablers to the variables of: cost; delivery 
speed and reliability; flexibility and quality. If the enablers are positive, the 
resultant variables affected should be positive. The empirical findings show 
that the enablers consisted of neutral to positive results, while the remaining 
variables consisted of neutral to negative results. There is therefore a gap 
between the outsourcing relationship, the management thereof and the 
ensuing variables. Focus should be placed on improving the skills and the 
technical abilities of the 3PL personnel in order for them to have improved 
understanding of the complexities of the company’s material handling 
functions. More focus should be placed on training and mentoring the 3PL to 
improve their performance if a long term relationship with the current 3PL is 
anticipated. 
b) Although the company outsourced its MH functions to focus on its core 
competencies, studies show that further research is required on what can be 
outsourced and how close to a company’s core competence outsourcing can 
go (Hätönen and Eriksson, 2009).  In 2013, an official at Opel/Vauxhall 
revealed MH as a core function of an automotive manufacturer’s supply chain, 
with its function traditionally kept in-house (Ward, 2014).  Respondents to the 
questionnaire support this statement by stating that “the core business is not 
about vehicle assembly but rather about logistics management throughout the 
entire supply chain, including materials handling”.  To improve on its current 
outsourced operations, the company should conduct research with its global 
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counterparts who have undergone similar undertakings in order to learn from 
their mistakes and possibly employ their resolutions. 
c) Improvements in the company’s current 3PL can also be attempted.  O’Byrne 
(2012a) states that a 3PL can be improved by tightening up the contract, 
improving the 3PL’s key performance indicators (KPI) and conducting regular 
audits. This can improve the 3PL’s accountability and responsibility for the 
outsourced operations, of which respondents felt that this was not currently 
the case. 
d) Respondents believed that the company’s inventory and inventory costs did 
not improve with outsourcing. A reduction in inventory and inventory costs 
could be added as a KPI for the 3PL in order to assist in cost reduction for the 
company.  The company should provide technical support for a period of time, 
in how the 3PL can achieve this. 
e) Respondents were of the opinion that the 3PL’s on time delivery was 
unsatisfactory and that material was not available for use on time and every 
time.  They were also of the opinion that line stoppages, delays in production 
and missed production targets due to late material deliveries did not decrease 
with outsourcing.  Again, the technical abilities of the 3PL should be improved, 
including their systems/processes for performing deliveries, with the 
assistance of the company for a period of time.  The quality of the parts during 
handling and transportation by the 3PL could also be improved by increasing 
the 3PL’s technical abilities. This can be further improved by increasing the 
3PL’s understanding of the company’s quality requirements, as well as the 
consequences/effects of damaged parts for the company. 
f) In-sourcing the company’s MH operations is an option, but should be 
thoroughly researched.  As indicated by the questionnaire respondents, a well 
planned and very detailed plan for implementation will be required for 
successful implementation.  Thorough research on in-sourcing will also be 
required, as there are many aspects to consider, such as a loss of in-house 
MH skills, investments made in technologies/systems that compliment the 
3PL’s, headcount increases, space constraints, etc. 
g) If in-sourcing is not an option and the current 3PL has not proven to be 
proficient, an alternative service provider could serve as another option.  
Focus should then be placed on selecting a 3PL with adequate and proven 
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competencies.  The outsourcing tips provided by O’Byrne (2013) in chapter 
two of the study can be used in the selection process.  The company should 
also focus on how it will prevent its current problems from reoccurring with the 
new 3PL. 
The company outsourced its material handling activities between 2010 and 2011.  
The decision to outsource was therefore made prior to this period and prior to 
Klingenberg and Boksma’s (2010) article, which theoretically tested its newly 
developed MH outsourcing framework at the SPZ plant.  Had the article been 
available and if the company conducted further research on the effects and risks of 
outsourcing before commencing on its journey, the problems encountered might 
have been foreseen, with mitigations put in place to relieve them. 
5.8 SHORTCOMINGS OF THE RESEARCH AND FUTURE RESEARCH 
The current study focused on the outsourcing of material handling activities at one 
automotive company, which resulted in a small sample of 60 supply chain 
employees.  Of the 60 questionnaires distributed, only 38 responses were received, 
of which two were discarded. This provided only a small data set to conduct 
calculations and analysis from. Future research could be conducted on all 
automotive companies which have outsourced their material handling activities in 
order to attain a larger sample and more responses. 
The open-ended questions were sent to only the key decision makers of the 
outsourcing decision.  Due to the sensitive nature of the questions, only 40% of the 
possible respondents chose to answer the open-ended questions. In future, 
interviews should be conducted to attain further clarity on the answers provided.  
Interviews may further persuade respondents to participate in the study, as they are 
conducted in an individual manner. 
5.9 SUMMARY 
The primary objective of this study was to investigate the effects of outsourcing a 
South African automotive company’s material handling activities on its operational 
performance using the independent variables of: cost; delivery speed and reliability; 
flexibility; quality; the outsourcing relationship and the management of the 
outsourcing relationship.  
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In addition, secondary objectives for the study were developed:  
I. To compare the expected outcomes of outsourcing with the actual outcomes 
 after implementation, in order to determine the reasons for differences in the 
 results. 
II. To determine the factors which contribute both positively and negatively to the 
 operation of an outsourced material handling function at a South African 
 automotive company. 
Based on the primary and secondary research objectives, the main findings from the 
literature review were discussed in conjunction with the corresponding results from 
the empirical investigation.  Conclusions were developed based on a comparison of 
the literature review and empirical findings from both the closed and open-ended 
questions, with recommendations formed for areas of improvement.  In addition, 
opportunities for future research were identified. 
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Dear Respondent  
I am studying towards my MBA (Masters in Business Administration) degree at the 
Nelson Mandela Metropolitan University Business School.  I am conducting research on 
the effects of outsourcing a South African automotive company’s material handling 
activities, on its operational performance.  I believe that my study will make an important 
contribution in determining the effect outsourcing has on an automotive company’s 
operational performance, specifically the outsourcing of material handling. 
You are part of our selected sample of respondents whose views we seek on the above-
mentioned matter.  We would therefore appreciate it if you could answer a few 
questions. It should not take more than fifteen minutes of your time and we want to 
thank you in advance for your co-operation. 
There are no correct or incorrect answers. Please answer the questions as accurately 
as possible. For each statement, tick the number which best describes your experience 
or perception.  For example, if you strongly agree with the statement, tick the number 5.  
If you strongly disagree with the statement, tick the number 1.  Tick only one answer 
for each statement and answer all questions please.  We guarantee your complete 
confidentiality and anonymity.  No mention of names (neither of the respondents, 
nor the company at which this research is taking place) will be made. 
Please also note that your participation in this study is entirely voluntary and that you 
have the right to withdraw from the study at any stage. 
Thank you very much for your co-operation. 
Yours Sincerely, 
Mieshkah Dolley-Ryneveld 
Contact details: mieshkah1@gmail.com 
To verify the authenticity of this study, you may contact Celestin Ndhlovu (research 
supervisor) at 041 403 2437 or celestin.ndhlovu@gm.com. 
ANNEXURE B: QUESTIONNAIRE  
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QUESTIONNAIRE 
Please answer the following questions regarding the outsourcing of material handling 
activities, at your company of employment. 
Sections A, B and C are all to be completed.   
Section A - Biographical information 
1. When were you an employee in the Supply Chain department? 
When the material handling activities were carried out in house 1 
Both before and after the material handling activities were outsourced to the third 
party logistics service provider  
2 
When the material handling activities were already outsourced to the third party 
logistics service provider 
3 
 
2. Have you worked with the third party logistics service provider after the material 
handling activities were outsourced? 
Yes 1 
No 2 
 
Section B – Effects of outsourcing on operational performance 
The following statements relate to factors affecting the operational performance of 
the company.  In your own opinion, please select whether you strongly disagree, 
disagree, are neutral, agree or strongly agree with the statements listed in each of 
the tables below. 
No. Cost statements 
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C1 
Outsourcing has reduced the company’s 
personnel costs 
1 2 3 4 5 
C2 
Outsourcing has reduced the company’s 
transport costs 
1 2 3 4 5 
C3 
Outsourcing has reduced the company’s 
inventory and thus the inventory costs 
1 2 3 4 5 
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C4 
Outsourcing has reduced the company’s 
overhead costs 
1 2 3 4 5 
C5 
Outsourcing has reduced the need for extra 
facilities and has thereby reduced the company’s 
facility costs 
1 2 3 4 5 
C6 
Outsourcing has reduced the company’s total 
logistics costs 
1 2 3 4 5 
 
No. Delivery speed and reliability statements 
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D1 
The increased transport distance has reduced 
delivery speed and reliability 
1 2 3 4 5 
D2 
High frequency of deliveries has been possible 
due to outsourcing 
1 2 3 4 5 
D3 
Material is available for use, on time, every time 
(on-time delivery by the third party logistics 
service provider is satisfactory) 
1 2 3 4 5 
D4 
Delivery speed and reliability has increased with 
outsourcing 
1 2 3 4 5 
D5 
Line stoppages, delays in production and missed 
production targets due to late material deliveries, 
have decreased since outsourcing took place 
1 2 3 4 5 
 
No. Flexibility statements 
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F1 
Outsourcing has shortened the delivery lead time 
of material to the point of use 
1 2 3 4 5 
F2 
Volume flexibility has increased due to 
outsourcing 
1 2 3 4 5 
F3 
Outsourcing has increased the flexibility on 
product mix 
1 2 3 4 5 
F4 
Transportation distance associated with using a 
third party logistics service provider has reduced 
delivery flexibility 
1 2 3 4 5 
F5 
Product mix / volume changes requested from 
the company have had no negative impact on 
delivery reliability 
1 2 3 4 5 
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No. Quality statements 
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Q1 
The quality of the part is maintained according to 
company specifications 
1 2 3 4 5 
Q2 
The quality of the parts are not negatively 
affected during transportation 
1 2 3 4 5 
Q3 
The quality of the parts are not negatively 
affected when handled by the third party logistics 
service provider 
1 2 3 4 5 
Q4 
Parts are not often damaged during 
transportation and handling by the third party 
logistics service provider 
1 2 3 4 5 
Q5 
The number of parts requiring reworking or 
scrapping due to transportation and handling by 
the third party logistics service provider, has 
improved since outsourcing 
1 2 3 4 5 
 
No. Outsourcing relationship statements 
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R1 
There is a high level of trust experienced 
between both the company and the third party 
logistics service provider 
1 2 3 4 5 
R2 
There is joint problem solving and information 
sharing between the company and the third party 
logistics service provider 
1 2 3 4 5 
R3 
Continuous improvement initiatives are 
contributed by the third party logistics service 
provider 
1 2 3 4 5 
R4 
Continuous improvement initiatives contributed 
by the third party logistics service provider, are 
supported by the company 
1 2 3 4 5 
R5 
Both the company and the third party logistics 
service provider conform to the contractual 
requirements specified, in terms of both parties’ 
roles and responsibilities 
1 2 3 4 5 
R6 
The service provider takes full accountability and 
responsibility for the outsourced operation 
1 2 3 4 5 
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No. 
Management of the outsourcing relationship 
statements 
S
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M1 
The performance targets of the third party 
logistics service provider is regularly measured, 
to determine if the targets have been met to an 
acceptable level 
1 2 3 4 5 
M2 
Management regularly encourages team work 
between the company employees and the third 
party logistics service provider employees 
1 2 3 4 5 
M3 
There is positive co-operation between the 
company and the third logistics service provider 
1 2 3 4 5 
M4 
Joint problem solving is managed between the 
company and the third logistics service provider, 
by the management team 
1 2 3 4 5 
 
Section C – Respondent’s opinion  
Please answer the following questions in your own words and opinion. 
1. What do you believe to be the main factors contributing positively to how the 
outsourced material handling activities are run?  
                                   
             
             
             
             
             
             
2. What do you believe to be the main factors contributing negatively to how the 
outsourced material handling activities are run?  
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3. List five key objectives that the management team (key decision makers) intended 
to achieve, through outsourcing. 
             
             
             
             
             
             
             
4. From the objectives mentioned in question 3, which of these were achieved? 
             
             
             
             
             
             
             
 119 
 
5. From the objectives mentioned in question 3, which of these were not achieved 
through outsourcing?  Please provide comments/reasons for why these were not 
achieved. 
             
             
             
             
             
             
             
             
             
6. How would you rate the overall success of the outsourcing endeavour (actual) 
versus the intention and reasoning behind the decision to outsource; as successful 
or unsuccessful?   
             
             
             
             
 
Thank you for your co-operation in this study. 
ANNEXURE C: RESULTS OF BIOGRAPHICAL INFORMATION 
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When were you an employee in the Supply Chain department? 
Respondents’ time employed in the  
supply chain department 
Number of  
responses 
Percentage of  
responses 
When the material handling activities were 
carried out in-house 
9 25% 
Both before and after the material handling 
activities were outsourced to the third party 
logistics service provider 
24 67% 
When the material handling activities were 
already outsourced to the third party logistics 
service provider 
3 8% 
Total  36 100% 
 
Have you worked with the third party logistics service provider after the 
material handling activities were outsourced? 
Respondents who worked directly with the 
3PL after outsourcing took place 
Number of  
responses 
Percentage of  
responses 
Respondents who had worked with the 3PL after 
outsourcing 
30 83% 
Respondents who had not worked with the 3PL 
after outsourcing 
6 17% 
Total  36 100% 
 
ANNEXURE D: RESPONSE TO EFFECTS OF OUTSOURCING ON 
OPERATIONAL PERFORMANCE 
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Cost statements 
Code Statements Mean S.D. 
S
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C1 
Outsourcing has reduced 
the company’s personnel 
costs 
3.23 1.29 9% 29% 11% 34% 17% 
C2 
Outsourcing has reduced 
the company’s transport 
costs 
3.28 1.11 3% 28% 22% 33% 14% 
C3 
Outsourcing has reduced 
the company’s inventory 
and thus the inventory costs 
2.29 1.27 29% 41% 9% 12% 9% 
C4 
Outsourcing has reduced 
the company’s overhead 
costs 
3.19 1.26 8% 28% 17% 31% 17% 
C5 
Outsourcing has reduced 
the need for extra facilities 
and has thereby reduced 
the company’s facility costs 
3.28 1.30 6% 33% 11% 28% 22% 
C6 
Outsourcing has reduced 
the company’s total logistics 
costs 
3.00 1.35 14% 31% 14% 25% 17% 
 
Delivery speed and reliability statements 
Code Statements Mean S.D. 
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D1* 
The increased transport 
distance has increased 
delivery speed and 
reliability 
2.97 0.97 3% 35% 26% 32% 3% 
D2 
High frequency of deliveries 
has been possible due to 
outsourcing 
3.29 0.91 0% 21% 38% 32% 9% 
D3 
Material is available for use, 
on time, every time (on time 
delivery by the third party 
logistics service provider is 
2.36 1.15 22% 47% 6% 22% 3% 
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satisfactory) 
D4 
Delivery speed and 
reliability has increased with 
outsourcing 
2.39 1.05 17% 53% 6% 25% 0% 
D5 
Line stoppages, delays in 
production and missed 
production targets due to 
late material deliveries, 
have decreased since 
outsourcing took place 
2.31 1.17 28% 36% 19% 11% 6% 
 
Flexibility statements 
Code Statements Mean S.D. 
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F1 
Outsourcing has shortened 
the delivery lead time of 
material to the point of use 
2.78 1.02 3% 50% 19% 22% 6% 
F2 
Volume flexibility has 
increased due to 
outsourcing 
2.61 0.90 6% 50% 22% 22% 0% 
F3 
Outsourcing has increased 
the flexibility on product mix 
2.58 0.91 6% 50% 28% 14% 3% 
F4* 
Transportation distance 
associated with using a 
third party logistics service 
provider has improved 
delivery flexibility 
3.08 0.84 3% 22% 39% 36% 0% 
F5 
Product mix / volume 
changes requested from the 
company have had no 
negative impact on delivery 
reliability 
2.83 1.03 6% 42% 19% 31% 3% 
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Quality statements 
Code Statements Mean S.D. 
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Q1 
The quality of the part is 
maintained according to 
company specifications 
3.42 1.00 3% 19% 19% 50% 8% 
Q2 
The quality of the parts are 
not negatively affected 
during transportation 
3.14 1.03 6% 26% 20% 46% 3% 
Q3 
The quality of the parts are 
not negatively affected 
when handled by the third 
party logistics service 
provider 
2.94 1.03 3% 43% 14% 37% 3% 
Q4 
Parts are not often 
damaged during 
transportation and handling 
by the third party logistics 
service provider 
2.80 0.99 3% 49% 17% 29% 3% 
Q5 
The number of parts 
requiring reworking or 
scrapping due to 
transportation and handling 
by the third party logistics 
service provider, has 
improved since outsourcing 
2.67 0.99 8% 39% 36% 11% 6% 
 
Outsourcing relationship statements 
Code Statements Mean S.D. 
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R1 
There is a high level of trust 
experienced between both 
the company and the third 
party logistics service 
provider 
2.80 1.02 6% 43% 20% 29% 3% 
R2 
There is joint problem 
solving and information 
sharing between the 
3.49 1.04 3% 20% 14% 51% 11% 
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company and the third party 
logistics service provider 
R3 
Continuous improvement 
initiatives are contributed by 
the third party logistics 
service provider 
3.06 1.04 8% 22% 28% 39% 3% 
R4 
Continuous improvement 
initiatives contributed by the 
third party logistics service 
provider, are supported by 
the company 
3.56 0.73 0% 11% 25% 61% 3% 
R5 
Both the company and the 
third party logistics service 
provider conform to the 
contractual requirements 
specified, in terms of both 
parties’ roles and 
responsibilities 
3.36 0.90 3% 17% 25% 53% 3% 
R6 
The service provider takes 
full accountability and 
responsibility for the 
outsourced operation 
2.83 1.30 14% 39% 8% 28% 11% 
 
Management of the outsourcing relationship statements 
Code Statements Mean S.D. 
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M1 
The performance targets of 
the third party logistics 
service provider is regularly 
measured, to determine if 
the targets have been met 
to an acceptable level 
3.67 0.93 3% 11% 14% 61% 11% 
M2 
Management regularly 
encourages team work 
between the company 
employees and the third 
party logistics service 
provider employees 
3.83 0.77 0% 8% 14% 64% 14% 
M3 
There is positive co-
operation between the 
company and the third 
logistics service provider 
3.31 0.86 0% 17% 44% 31% 8% 
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M4 
Joint problem solving is 
managed between the 
company and the third 
logistics service provider, 
by the management team 
3.61 0.93 0% 17% 19% 50% 14% 
 
ANNEXURE E: RESPONSE TO EFFECTS OF OUTSOURCING ON 
OPERATIONAL PERFORMANCE – FURTHER STATISTICAL RESULTS 
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Cronbach alpha values for each variable measured in the questionnaire 
Measuring statements 
Initial 
alphas 
Item 
removed 
Final alphas 
Cost 0.89  0.89 
Delivery speed and reliability 0.64 D1 0.84 
Flexibility 0.55 F4 0.79 
Quality 0.91  0.91 
The outsourcing relationship 0.85  0.85 
Management of the outsourcing 
relationship 
0.78  0.78 
Overall performance 0.79  0.80 
 
Summary of empirical findings 
Variable Mean S.D. Negative Neutral Positive 
The management of the 
outsourcing relationship 
3.60 0.68 2 6% 8 22% 26 72% 
The outsourcing relationship 3.18 0.76 8 22% 14 39% 14 39% 
Cost 3.06 1.01 17 47% 5 14% 14 39% 
Quality 2.99 0.85 12 33% 13 36% 11 31% 
Flexibility 2.70 0.76 22 61% 5 14% 9 25% 
Delivery speed and reliability 2.57 0.89 23 64% 5 14% 8 22% 
Operational performance 3.02 0.59 11 31% 14 39% 11 31% 
 
Pearson’s product-moment correlations (r) 
Variables C D F Q R M 
Cost - 0.371 0.598 0.159 0.456 0.467 
Delivery speed and 
reliability 
0.371 - 0.625 0.295 0.622 0.160 
Flexibility 0.598 0.625 - 0.366 0.510 0.490 
Quality 0.159 0.295 0.366 - 0.231 0.272 
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Outsourcing relationship 0.456 0.622 0.510 0.231 - 0.711 
Management of the 
outsourcing relationship 
0.467 0.160 0.490 0.272 0.711 - 
 
Central tendency and dispersion 
Variable Mean S.D. Min Q1 Median Q3 Max 
The management of the 
outsourcing relationship 
3.60 0.68 1.75 3.25 3.50 4.00 5.00 
The outsourcing relationship 3.18 0.76 1.50 2.67 3.33 3.71 4.67 
Cost 3.06 1.01 1.50 2.17 2.83 3.75 5.00 
Quality 2.99 0.85 1.40 2.20 3.00 3.65 5.00 
Flexibility 2.70 0.76 1.75 2.00 2.50 3.31 4.50 
Delivery speed and reliability 2.57 0.89 1.25 2.00 2.25 3.25 4.00 
Operational performance 3.02 0.59 1.92 2.57 2.81 3.45 4.33 
 
ANNEXURE F: RESPONSES TO THE OPEN ENDED QUESTIONS 
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1. What do you believe to be the main factors contributing positively to how 
the outsourced material handling activities are run?  
 They have the ability to respond quickly to a crisis i.e. They can acquire 
additional resources if required. 
 They are positive with a “can do” attitude. 
 Difficult to answer knowledgeably based on my lack of awareness of the 
current status.  Regular and open communication between OEM and Service 
Provider was a positive at the time I left. 
2. What do you believe to be the main factors contributing negatively to how 
the outsourced material handling activities are run?  
 No stability on the shop floor 
 High labour turnover 
 Service Provider hourly staff stability – if my memory serves me correctly, 
hourlies were recruited via labour broker and dismissed for poor performance. 
This arrangement impacted negatively on the SP’s ability to train, develop, 
motivate and retain a stable, high performance group of hourly staff. 
 Inadequate SP management depth and expertise to effectively manage and 
stay on top of critical MH activities of this magnitude. 
 Inadequate process documentation, process adherence and discipline. 
3. List five key objectives that the management team (key decision makers) 
intended to achieve, through outsourcing. 
 Lower overall costs 
 Focus only on core functions 
 OEM headcount reduction 
 Cost reductions overall 
 Improved reliability of supply to line 
 Improved landed materials management and control 
 Stronger focus on core business of vehicle assembly. 
4. From the objectives mentioned in question 3, which of these were achieved? 
 Focus only on core functions 
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 At the time I left only 1 [OEM headcount reduction] above had been achieved. 
Cannot comment on subsequent achievements. 
5. From the objectives mentioned in question 3, which of these were not 
achieved through outsourcing?  Please provide comments/reasons for why 
these were not achieved. 
 Lower costs 
o High labour turnover 
o Lack of experienced shop floor personnel 
o Lack of understanding of our processes 
 As noted in 4) above, I do not know whether objectives 2 to 5 [Cost reductions 
overall; improved reliability of supply to line; improved landed materials 
management and control; stronger focus on core business of vehicle 
assembly] above were achieved. 
6. How would you rate the overall success of the outsourcing endeavour 
(actual) versus the intention and reasoning behind the decision to outsource; 
as successful or unsuccessful?   
 Unsuccessful 
 At the time I left the OEM, unsuccessful. I cannot comment on progress made 
in turning the situation around successfully since then. 
ANNEXURE G: TURNITIN ORIGINALITY REPORT 
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ANNEXURE H: FORM E APPLICATION FORM 
 
 
132 
 
 
